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INTRODUCTION 

On October 19, 1984, at the direction of the President, the U.S. Trade 
Representative (USTR) requested that the U.S. International Trade Commission 
prepare advice concerning the probable economic effects of providing duty-free 
treatment for U.S. imports of certain high-technology products. The USTR 
requested that the Commission conduct the investigation under section 332(g) 
of the Tariff Act of 1930, but alter its investigation authority to section 
131(b) of the Trade Act of 1974, after the Trade and Tariff Act of 1984 (TTA 
1984) was enacted into law. 1/ On October 26, 1984, in response to the 
request from the USTR, the Commission instituted investigation No. 332-199 
and, subsequently, upon enactment of the TTA 1984 into law, the Commission 
changed its investigation authority and instituted investigation No. 
TA-131(b) -9, effective October 30, 1984. 2/ 

A public hearing was held in connection with investigation No. TA-131(b)-9 
in the Commission Hearing Room, 701 E Street NW., Washington, DC 20436, on 
November 15, 1984. A list of the witnesses appearing at the hearing is 
provided in appendix A of the report. 

1/ The USTR request, including the list of concerned articles, is contained 
in appendix B. 

2/ The Commission notices of investigations and hearing are contained in 
appendix C. 
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OVERVIEW 

On October 30, 1984, the Trade and Tariff Act of 1984 was enacted into 
law, and pursuant to section 308 of the act, the President was authorized to 
continue, modify, or eliminate duties on certain high-technology products in 
order to carry out agreements concluded pursuant to section 104A(c) of the 
Trade Act of 1974, as amended. At the request of the USTR, the U.S. 
International Trade Commission has studied the probable economic effect of 
providing duty-free treatment for U.S. imports of these high-technology 
products. 1/ 

In response to increased demand for commercial, industrial, consumer, and 
military electronic products, apparent U.S. consumption of the high-technology 
products covered by this investigation more than doubled during 1979-83, 
increasing from $16.5 billion to $34.2 billion (table 1). U.S. producers' 
shipments nearly kept pace with apparent U.S. consumption, increasing by 97 
percent, from $18.3 billion in 1979 to $36.1 billion in 1983. Reflecting 
increased foreign demand, U.S. exports rose by 94 percent during the period, 
increasing from $4.7 billion in 1979 to $9.2 billion in 1983 (table 2). The 
largest U.S. export markets in 1983 for these high-technology products were 
Malaysia, Canada, and the United Kingdom. U.S. imports, largely transactions 
between U.S. firms and their foreign subsidiaries, increased 2-1/2 times 
during 1979-83, from $2.8 billion to $7.3 billion (table 3). The trend in 
U.S. imports was also influenced by the increasing technological capability of 
foreign firms, mainly those in Japan. The largest sources of U.S. imports in 
1983 were Japan, Malaysia, and Singapore. The import share of apparent U.S. 
consumption increased from 17.0 percent in 1979 to 21.3 percent in 1983. As a 
result of the rapid growth of imports, the U.S. trade surplus decreased from 
$1.9 billion to $1.8 billion during the period. On the basis of a sharp 
increase in the value of U.S. imports during January-August 1984, a U.S. trade 
deficit of $5.7 million is expected for 1984. 

Enactment of the proposed duty-free treatment for U.S. imports of certain 
high-technology products would most likely provide an incentive to U.S. 
multinational firms to increase their offshore production. Effective January 
1985, import costs would be reduced by a maximum of 4.3 percent ad valorem in 
the case of certain parts of computers and 4.2 2/ percent ad valorem in the 

1/ The high-technology products covered by this investigation consist of 
certain parts of automatic data-processing machines and certain semiconductors 
and parts. These products have been the subject of bilateral negotiations 
between the United States and Japan. This product sector is a large and 
growing segment of international trade. For example, in 1983, the value of 
U.S. imports of such articles was equivalent to 67 percent of the value of 
total U.S. imports of all products under the Generalized System of Preferences 
(GSP) ($10.8 billion); during January-August 1984, the value exceeded the 
growing value of GSP imports ($6.5 billion) by 18 percent. 

2/ Through the use of the provisions of Tariff Schedules of the United States 
(TSUS) items 806.30 and 807.00 and the GSP, the effective rate of duty applied 
to U.S. imports of semiconductors was 2.4 percent ad valorem during 
January-August 1984. For parts of computers, the use of items 806.30 and 
807.00 and the GSP was not as extensive; the effective duty rate for U.S. 
imports of these articles during January-August 1984 was 4.2 percent ad 
valorem. 
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case of certain semiconductors. The duty-free treatment would also provide 
foreign firms with the same incentives. Domestic producers which do not own 
or operate foreign manufacturing subsidiaries would not benefit from the duty 
reduction other than by purchasing foreign-made components. 

If duty-free treatment for certain high-technology products had been in 
effect on January 1, 1983, duty savings by U.S. importers in 1983 would have 
amounted to $215 million. On the basis of annualized U.S. import data for 
1984, duty savings from duty-free treatment in 1984 would have been $331 
million. In addition, the costs of administering TSUS items 806.30 and 807.00 
and the GSP program with respect to the articles covered by this investigation 
would no longer be borne by U.S. importers upon adoption of duty-free 
treatment. 

Position of interested parties  

This study is somewhat unusual because domestic producers that represent 
the majority of domestic production support the elimination of tariffs on the 
items which are the subject of this study. 1/ The Semiconductor Industry 
Association (SIA) testified at the Commission's public hearing that 
elimination of the tariff would be beneficial to the industry because: (1) 
domestic producers, which account for approximately 75 percent or more of the 
imports, could save the cost of the duty (approximately $100 million) as well 
as the administrative costs associated with paying the duty and qualifying for 
section 807 treatment; (2) this savings could be used to supplement existing 
research and development, which, they submit, is the key to remaining 
competitive in this industry. (3) If. U.S. producers were able to gain greater 
access to the Japanese market, the expected elimination of Japan's duties 
would enable them to generate greater export earnings and to increase market 
share in Japan, the world's second largest market. 2/ In addition, they argue 
that any increase in market share would enable U.S. producers to increase 
production, thereby lowering overall costs as they more quickly descent the 
learning curve. 

Those in favor of elimination of the tariffs maintain foreign assembly 
operations are necessary in order to compete with the cost structure of 
foreign competitors, that offshore employment has grown in line with the 
growth of domestic shipments, and that the proportion of domestic employment 
compared to foreign employment has remained steady. 3/ Second, they point out 
that since currently the vast majority of imports are from U.S. producers' 
offshore operations, the cost savings to U.S. companies would be greater than 
the cost savings of Japanese producers. 4/ Third, they argue that the pricing 

1/ Some industry members oppose such tariff elimination because they believe 
that it will increase the competitiveness of foreign producers on the U.S. 
market, but will not ensure U.S. companies greater access to certain foreign 
markets. 

2/ U.S. companies estimated that for every one percent of Japanese market 
share they obtain, they will earn approximately $120 million. 

3/ See, e.z., Tr. at 98, 111, 113, 128. 
4/ For semiconductors, domestic producers estimate a savings to domestic 

producers of $100 million compared to a savings of $80 million to Japanese 
firms. 
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in this market is not cost-driven but market-driven, i.e., that supply and 
demand are far more important determinants of pricing than costs per se, 
including the saved costs of the subject duties. 1/ Although they acknowledge 
that Japanese pricing of certain high volume products has been extremely 
aggressive -- going way beyond the "normal" learning curve of U.S. producers --
they argue that any duty savings will be largely irrelevant from a practical 
standpoint because Japanese producers have demonstrated that they will price 
at whatever level is necessary to obtain market share. Thus, they maintain, 
since U.S. producers cannot match such targetting practices, maintaining the 
current four percent duty will not provide much protection for domestic 
producers' market share. While elimination of the U.S. duty would be of some 
marginal benefit to Japanese competitors, the tariff elimination, in their 
view, is a reasonable quid pro quo for being able to apply the cost savings to 
R&D -- an effort that could realistically enhance competitiveness -- and from 
enhancing their ability to compete in the Japanese market. 

Labor groups testified in opposition to the tariff elimination, arguing 
that it would only intensify the current trend of producers' moving assembly 
work offshore. One small producer has also opposed the eliminatip of duties, 
arguing that it will not increase the ability of U.S. firms to sell in Japan 
or Korea, but will enable producers from these countries to increase their 
competitiveness with U.S. producers -- either by decreasing prices or by 
applying the cost savings to research and development. 

Table 1.--Certain high-technology products: 	U.S. producers' shipments, 
exports of domestic merchandise, imports for consumption, and apparent 
consumption, 1979-83, January-August 1983, and January-August 1984 

Period 
Producers' 

• shipments 1/ : Exports : Imports 1/ : . 	 : 

 Apparent 
consump- 

tion 1/ 2/ 

: 
: 
: 

Ratio of 
imports to 
consumption 

: 	  Billion dollars 	 : Percent 
: : • . : 

1979 	 : 18.3 : 4.7 : 2.8 : 16.5 : 17.0 
1980 	 : 23.8 : 6.4 : 3.9 : 21.3 : 18.3 
1981 	 : 27.3 : 7.2 : 4.5 : 24.6 : 18.3 
1982 	 : 30.6 : 7.6 : 5.3 : 28.3 : 18.7 
1983 	 : 36.1 : 9.2 : 7.3 : 34.2 : 21.3 
Jan.-Aug.-- : : • . • . : 

1983 	 -: 25.1 : 5.9 : 4.4 : 23.5 : 19.1 
1984 ---- - -: 31.9 : 7.7 : 7.7 : 31.9 : 24.1 

1/ Estimated by the staff of the U.S. International Trade Commission using 
official statistics of the Department of Commerce, where available, with 
adjustments indicated by data published in trade journals. 

2/ Because of rounding, figures may not add to the totals shown. 

Source: Compiled from official statistics of the U.S. Department of 
Commerce, except as noted. 

1/ For example, they argue that prices typically fall thirty percent for 
every doubling of production (approximately every year). 
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PRESENTATION OF PROBABLE EFFECT ADVICE 





PARTS OF AUTOMATIC DATA-PROCESSING MACHINES AND UNITS 
(SUBASSEMBLIES) THEREOF (OTHER THAN PARTS 

INCORPORATING A CATHODE-RAY TUBE) 
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II. Comment 

Description and uses  

The parts and subassemblies covered by this digest are those electrical, 
electronic, and mechanical pieces and subassemblies which are used 
specifically in the manufacture or final assembly of automatic data-processing 
machines and which are not provided for elsewhere. 1/ Included are parts and 
subassemblies such as printed circuit boards containing electronic parts and 
components, subassemblies containing more than one circuit board, and 
mechanical subassemblies, such as those used in magnetic, mass-storage 
apparatus. Specifically excluded from coverage in this digest are those 
components or units containing cathode-ray tubes. 

The end products into which the subject parts and subassemblies are 
assembled include all types of data-processing machines such as computers, 
word-processing apparatus, point-of-sale terminals, and the various components 
which are peripheral to the data processors (e.g., magnetic tape units, 
printers, magnetic disc storage, or terminals). The machines may be 
self-contained with input, logical and arithmetic processor, and output, all 
contained in a single cabinet. Conversely, the apparatus may be large and 
contained in several cabinets connected by wires or other types of 
interconnecting links. 

The production of the parts and subassemblies of automatic 
data-processing machines is done most often by the manual assembly (or buildup) 
from smaller components to intermediate-sized subassemblies. The labor skills 
required are dexterity and the ability to perform soldering, wiring, or wire 
wrapping. The subassemblies and units are often labor intensive to produce, 
although there is movement toward partial manufacture by automated machinery 
which can insert small components into printed wiring boards or machines which 
can perform automatic soldering. However, short production runs often make 
manual assembly more attractive, especially when performed in low-wage-rate 
countries. 

The most important components used in the manufacture of automatic data-
processing machines and subassemblies are usually digital integrated 
circuits. These microminiature electronic components (described in more 
detail in Digest No. 2 of this report) are, in large part, finished overseas 
by a labor-intensive process. When used in automatic data-processing 
machines, these small, integrated circuits are mounted on printed wiring 
boards that provide electrical interconnects as well as the mechanical fixture 
of many integrated circuits into larger functional circuits. The mounting 
operation is often conducted offshore and the printed circuit board returned to 
the United States as parts of automatic data-processing machines. The 
electromechanical components of magnetic disc storage devices, printers or 
plotters, and the like do not lend themselves to automatic assembly and 
usually are manually subassembled offshore for final assembly in the United 
States. 

1/ See U.S. customs treatment section for further discussion of 
classifications of products. 
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U.S. customs treatment 

Parts of automatic data-processing machines and units (subassemblies) 
thereof are classified in item 676.5230 of the Tariff Schedules of the United  
States Annotated (1984) (TSUSA). 1/ The parts, components, and subassemblies 
covered by this digest must be those designed for use in automatic 
data-processing machines but not so advanced in completion as to be 
classifiable as an unfinished end product, such as a computer or peripheral 
device therefor. 2/ Furthermore, parts for which there are specific eo nomine 
provisions in the TSUSA must be classified under such provisions. 3/ Thus, 
wiring sets, transistors, integrated circuits, bare printed wiring boards, 
capacitors, resistors, indicators, transformers, and the like, if imported 
separately, are not classifiable as parts of automatic data-processing 
machines. 

Tariff rate information applicable to parts and subassemblies of 
automatic data-processing machines is shown in table 1. The rates of duty in 
rate of duty column numbered 1 are MFN rates, 4/ and are applicable to products 
imported from all countries except those Communist countries and areas 
enumerated in general headnote 3(f) of the TSUSA. However, such rates do not 
apply to products of developing countries which are granted preferential 
tariff treatment under the Generalized System of Preferences (GSP). 

The GSP, under title V of the Trade Act of 1974, provides duty-free 
treatment of specified eligible articles imported directly from designated 
beneficiary developing countries. GSP, implemented by Executive Order No. 
11888 of November 24, 1975, applies to merchandise imported on or after 
January 1, 1976, and, pursuant to the provisions of the Trade and Tariff Act 
of 1984, is expected to remain in effect through July 4, 1993, unless modified 
by the President. 

The rates of duty in the rate of duty column numbered 2 apply to imported 
products from those Communist countries and areas enumerated in general 
headnote 3(f) of the TSUSA. 

In addition to receiving duty-free treatment under the GSP, parts of 
automatic data-processing machines may be entered under the provisions of item 
807.00 of the TSUSA. Under these provisions, imported articles assembled in 
foreign countries with fabricated components that have been manufactured in 
the United States are subject to duty upon the full value of the imported 
product less the value of the U.S.-fabricated components contained therein. 

1/ Although TSUS item 676.52 includes parts of all office machines 
classified in TSUS items 676.10-.31, the parts of automatic data-processing 
machines refers to the machines covered by TSUS items 676.15 and 676.30 (pt.). 

2/ Tariff Schedules of the United States Annotated (1984), General 
Interpretive Rule 10(h), p. 8. 

3/ Ibid., Rule 10(ij), P. 8 . 
4/ The concessions made during the Tokyo round on the rates of duty 

applicable to computers, calculators, data-processing machines, and parts 
thereof for the period 1980-87 are included in the table. 
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U.S. producers and employment 

The industry which produces or provides parts and subassemblies of 
automatic data-processing apparatus is not well defined, consisting of at 
least four major groups. First, most of the original-equipment manufacturers 
(OEM's) are large, vertically integrated companies which produce vast amounts 
of parts and subassemblies for their own (captive) consumption. These end 
product manufacturers constitute a large portion of the office machines 
industry which is identified by Standard Industrial Code (SIC) number 3573. 
As noted later, these large firms import the vast majority of the parts of 
automatic data-processing apparatus. 

Second, there are estimated to be thousands 1/ of small firms that 
produce specialty parts and subassemblies for data-processing machines. These 
firms are often startups, spun off from larger firms, and operating at the 
leading edge of technology; they depend on their narrow production base to 
finace R&D activity. The small firms are not significant importers of parts, 
but are believed to be important U.S. exporters because of the demand by 
foreign firms for the highest U.S. technology products. There is no single 
industrial classification that identifies these small firms since many of them 
are in industries other than those included under SIC number 3573. It is 
doubtful that these small, high-technology companies have the same trade 
objectives as the very large multinationals; they cannot easily develop 
different product lines, if they are impacted by imports. 

Third, there are the primary industries, principally in SIC major groups 
35 and 36, which provide the basic bit and piece parts such as the 
semiconductor, resistor, capacitor, typewriter, printer, and magnetic recorder 
industries; firms within these industries are major suppliers to manufacturers 
of office machine subassemblies, and many are believed to provide a large 
portion of their products to automatic data-processing machine industry. 

The fourth major source of subassemblies and parts is imported products 
by U.S. firms whose products are classified in SIC major groups 35 and 36. 
For example, in 1981, the last year for which data on related-party 
transactions are readily available, over 85 percent of the value of imported 
parts and subassemblies of automatic data-processing machines was accounted 
for by related parties, i.e., the offshore source of imports was related to 
the U.S. importer. There is no available information indicating that this 
ratio has changed measurably since 1981. 

Concentration of firms in the industry producing parts and subassemblies 
for data-processing machines is believed to be high because of the role of the 
end product manufacturer who produces for his own use. Thus, since the 
concentration ratio in the automatic data-processing machines industry is 
high, with the largest four manufacturers together supplying an estimated 85 
to 90 percent of the market, it is believed that a similar concentration ratio 
exists for the suppliers of parts and subassemblies. 

1/ Estimated on the basis of official statistics of the U.S. Department of 
Commerce and membership in trade associations. 
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The number of entries into and exits from the computer parts industry are 
not known precisely, although some have occurred. Some firms have combined 
with others. For example, the largest business machine company recently 
bought a large manufacturer of telecommunications apparatus (some of whose 
product line would be considered as accessories for or parts of 
data-processing machines) 1/ and a major interest in a premier supplier of 
digital integrated circuits. 2/ 

Concerning the producers of parts and subassemblies of data-processing 
machines covered by this digest, employment can be inferred from the estimates 
of producers' shipments, the estimated efficiency of the manufacturing 
operations, and the levels of imports and exports. On the basis of these data, 
estimated employment is shown in the following tabulation (in thousands): 

Employment 
	

1979 	1980 	1981 	1982 	1983 	1984 

Total 

 

: 	148.3 : 	174.0 : 	175.1 : 	183.9 : 	186.3 : 	195.4 
• 

 

The estimated increase in employment was influenced by increased shipments of 
new products, particularly in the small computer or personal computer market. 
The employment estimate for 1984 indicates a strong recovery from the recent 
recession. 

The U.S. industry continues to spend considerable amounts on research and 
development (R&D). The U.S. Government provides some funds in the area of 
advanced research in military applications. However, these amounts are small 
compared with the contribution by the U.S. industry. The U.S. office machines 
industry spent about 7.6 percent of total revenue in 1983, or approximately 
$12 billion, for R&D. 3/ 

U.S. consumption  

Apparent U.S. consumption of parts and subassemblies of automatic 
data-processing machines is estimated to have increased from $10.0 billion in 
1979 to $20.8 billion in 1983, or at a compound rate of 20 percent per 
year (table A). 4/ Although the increase in consumption in 1983 compared with 
that in 1982 was only 17 percent, indications are that consumption will be 
20 percent higher in 1984 compared with that in 1983. Consumption has been 

1/ Standard and Poors Daily News, p. 6256. 
2/ Ibid. p. 3198. 
3/ Estimated by the staff of the U.S. International Trade Commission using 

data published in trade journals. 
4/ Estimated data on apparent U.S. consumption and producers' shipments of 

parts and subassemblies of automatic data-processing machines are derived from 
data applicable to the office machines industry in conjunction with import and 
export data. 
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fueled by the growth in the small-computer market. In addition, companies 
emerging from the recent recession are believed to be investing heavily in 
automatic data-processing machines to improve productivity and efficiency. 
The share of apparent U.S. consumption of parts and subassemblies accounted 
for by imports rose from 4.3 percent in 1979 to 11.1 percent in 1983; it was 
15.4 percent during January-August 1984 compared with 9.9 percent in the 
comparable period in 1983. 

U.S. producers' shipments  

During 1979-83, U.S. producers' shipments 1/ increased from $11.6 billion 
to $23.3 billion. The annual increase in the value of shipments closely 
paralleled the increase in consumption (at an annual compound rate of 19 
percent). The office machines industry, which is comprised in large part of 
producers of automatic data-processing machines, does not appear to have been 
heavily affected by the recent recession. The year 1984, however, is 
estimated to be a strong year for the U.S. industry, causing increased demand 
for both U.S. and foreign products. 

U.S. exports  

Exports of parts and subassemblies of automatic data-processing machines 
increased to $4.8 billion, or by 27 percent, in 1983, compared with those in 
1982 (table B). On the basis of data for January-August 1984, exports in 1984 
are expected to increase by 30 percent compared with those in 1983. For the 
5-year period 1979-83, however, the compound annual growth rate of exports was 
24.8 percent; this rate reflects the somewhat slower growth rate during the 
recent recessionary period. 

Exports as a share of the value of U.S. producers' shipments have 
generally increased, as shown in the following tabulation (in percent): 

Item 
	

1979 	: 1980 	1981 : 1982 	1983 	: 1984 

Ratio of U.S. 	• 

	

. 	 : 	 : 

	

exports to U.S. : 	 : 	 : 
producers' 	: 	 : 	 : 
shipments 1/ 	: 	17.8 : 	19.6 : 	20.5 : 	18.8 : 	20.8 : 	23.1 

1/ U.S. producers' shipments, and export data for 1984, were estimated by the 
staff of the U.S. International Trade Commission. 

Source: Compiled from official statistics of the U.S. Department of 
Commerce, except as noted. 

1/ U.S. producers' shipments have been derived from consumption estimates by 
factoring U.S. imports and exports. 
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As the U.S. and worldwide recoveries continue, exports of parts and 
subassemblies can be expected to remain strong. Canada, the United Kingdom, 
and West Germany remain the largest markets for U.S.-produced parts and 
subassemblies of automatic data-processing machines. In 1983, these countries 
together accounted for nearly 36 percent of the value of exports. Also, Japan 
and Singapore, major Asian markets, are the location of subsidiaries of U.S. 
firms which manufacture end products which incorporate computer parts. 

U.S. imports  

The value of imports of parts and subassemblies of automatic 
data-processing machines rose from $427.7 million in 1979 to $2,301.7 million 
in 1983, or by a compound rate of 52.3 percent per year (table C). On the 
basis of data for January-August 1984, it is estimated that imported parts and 
subassemblies will rise to $4.3 billion in 1984, or by 87 percent over the 
value of 1983 imports. The ratio of imports to consumption increased from 4.3 
percent to 11.1 percent during 1979-83. For January-August 1984, the ratio 
was 15.4 percent, compared with 9.9 percent during the corresponding period in 
1983. 

During January-August 1984, imports from Japan, Singapore, and Hong Kong 
together amounted to $1.7 billion, or 66 percent of the total U.S. imports. 
During this same period in 1983, these three countries together accounted , for 
imports totaling $882 million. 

Major U.S. importers and related party transactions. - -During January-June 
1984, * * * major U.S. companies producing computers and peripherals accounted 
for over * * * of the U.S. import market share for parts and subassemblies of 
automatic data-processing machines. 1/ In addition, in 1981, the latest year 
for which related-party transactions data are available, over 85 percent of 
imports (by value) were made by importers financially related to the foreign 
source of the imports. 

Imports under TSUS item 807.00 and the GSP and the effective duty • 
rate. - -Imported parts and subassemblies of automatic data-processing machines 
are eligible for entry under the provisions of TSUS item 807.00 and, in some 
cases, 806.30. Imports of parts and subassemblies from certain beneficiary 
developing countries are also eligible for duty-free treatment under the 
GSP. 2/ The total value of imports during the period 1979-83, the duty-free 
value of imports entered under TSUS item 807.00, duty-free imports under the 

1/ The data include parts incorporating cathode-ray tubes, which are 
believed to be small. The top [15] importers during the period together 
accounted [59.3 percent] of the total value of imported parts. Data are 
computed from official statistics of the U.S. Department of Commerce and 
information supplied by the U.S. Department of the Treasury. 
2/ Certain of these countries (Hong Kong, Mexico, the Republic of Korea, 

Singapore, and Taiwan) have been removed from the eligibility list, since they 
recently exceeded the competitive-need limitations on the value of imports in 
a single year. 
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GSP, the MFN rate (co1.1), and the effective duty rates 1/ are shown in the 
following tabulation (U.S. imports under TSUS item 806.30 are negligible and 
are not shown): 

Year 
Total 
import 
value 

: Duty-free : Duty-free : 
:value under :value under : 
:item 807.00 : GSP 

HFN 
duty rate 

Effective : 
(col. 1) duty rate : 

1,000,000 dollars Percent 	 

1979 	 459.8 : 69.8 : 26.7 : 5.5 : 4.3 
1980 	 606.4 : 74.8 : 28.1 : 5.3 : 4.4 
1981 	 954.4 : 101.6 : 40.6 : 5.1 : 4.3 
1982 	 1,319.1 : 112.8 : 115.6 : 4.9 : 4.1 
1983 	 2,475.0 : 163.0 : 114.5 : 4.7 : 4.2 

Source: Compiled from official statistics of the U.S. Department of Commerce. 

The MFN (col. 1) duty rate has been declining in accordance with the 
Multilateral Trade Negotiations annual staging schedule. However, the use of 
GSP (limited to some extent by removal of countries from the list of eligible 
countries) and the use of TSUS item 807.00 together have not kept pace with 
the increase in imports. Therefore, the effective duty rate, somewhat less 
than the MFN (col. 1) rate, has, nonetheless, remained relatively constant. 

Potential trade diversion.--The differences in the customs tariff 
classification practices concerning parts of subassemblies for and components 
of peripherals vis-a-vis those regarding unfinished automatic data-processing 
machines are finely drawn. 2/ As noted in the section on U.S. customs 
treatment, there are a number of other TSUS items which encompass automatic 
data-processing apparatus; hence, the entry of merchandise under these 
provisions may serve as a source of diverted trade. Thus, articles which 
normally would be entered under a dutiable provision would be altered slightly 
and entered under a duty-free provision. The value of recent imports under 
certain of the TSUS classifications most akin to the classification for parts 
and subassemblies are shown in the tabulation below: 

1/ The effective duty rate is the actual duty paid divided by the total 
value of U.S. imports. The duty-free components of U.S. imports under TSUS 
item 807.00 and duty-free imports under the GSP effectively reduce the MFN 
(col. 1) rate. 
2/ The technical complexity of the parts and subassemblies, as well as the 

finished and unfinished end products, makes accurate tariff classification 
extremely difficult, even for the most expert in the field. 
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TSUS item 
: Brief article 	: 

description 	: 
1979 • 

: 
1980 • 1981 • 1982 • 1983 • 

Jan.-Aug.-- 

1983 • 1984 

: 
676.15 : Accounting, 	: 	 1,000,000 dollars 

: computing, : : : 
: and other 	' • : : : 
: data-process- : : : : 
: ing machines--: 172 : 203 : 234 : 	336 : 	515 : 331 : 592 

676.30 (pt.) : Other data- : : 
: processing : : : 
: machines 	 

! 
337 : 349 : 458 	: 	639 : 	1,370 : 815 : 1,650 

Source: Compiled from official statistics of the U.S. Department of Commerce. 

Position of interested parties  

At hearings before, and in statements submitted to, the U.S. International 
Trade Commission, representatives of two of the largest manufacturers of 
automatic data-processing apparatus in the United States, Digital Equipment 
Corp. and Hewlett Packard Corp 1/, supported the negotiated elimination of the 
tariff on imports of automatic data-processing apparatus and units thereof. 
The corporate representatives made their statements on behalf of the American 
Electronics Association (AEA), the Computer & Business Equipment Manufacturers 
Association (CBEMA), and the Scientific Apparatus Makers Association (SAHA), 
thus purporting to have the backing of the U.S. industry. The elimination of 
duty was opposed by the International Brotherhood of Electrical Workers 
(IBEW), representing approximately one-fifth of the workers in the industry. 2/ 

The industry representatives argued in favor of a negotiated duty 
elimination principally between Japan and the United States on the basis of 
substantial benefits to be derived. 3/ The most concrete benefit to be 
obtained by the firms represented is a duty reduction for those firms that 
import parts. The representative of Digital Equipment Corporation testified 
that the U.S. tariff on imported parts of automatic data-processing machines 
"diverted badly needed funds from research and capital investment." 4/ It is 
noted that although the trade associations appearing before the Commission 
purported to represent in excess of 2,700 firms, more than * * * percent of 
the total imports in the first half of 1984 imports of $1.96 billion were 
accounted for by * * * firms. Imports are expected to continue to increase as 
the large companies internationalize their operations. 5/ 

1/ According to "Datamation" magazine's top 100 survey, these two companies 
are in 2d and 7th places, respectively, in terms of sales of ADP apparatus and 
services. 

2/ Transcript of Proceedings, p. 83. 
3/ Ibid. p. 93. 
4/ Ibid. p. 95. 
5/ Ibid. p. 127. 
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With a reduction of the Japanese tariffs, the representative speaking on 
behalf of the Semiconductor Industry Association (SIA) anticipates no 
additional benefits for U.S. firms in the Japanese market. 1/ In spite of 
this assessment, the representative speaking for the AEA and CBEHA states that 
"without market access, we cannot compete." 2/ The industry representatives 
offered no suggestions or recommendations as to U.S. negotiating objectives, 
but representatives did opine that tariff reductions were an important 
negotiating point to remove non tariff trade barriers in the Japanese market. 

Opposition to the duty reduction was presented by representatives of U.S. 
labor and addressed principally to the semiconductor industry in the prepared 
statement. However, in a posthearing submission, 3/ the IBEW ensured its 
concern over the exporting of jobs includes the industry which produces parts, 
subassemblies, and units of automatic data-processing apparatus. 

* 	 * 

Table A.--Parts of automatic data-processing machines and units (subassemblies) 
thereof (other than parts incorporating a cathode-ray tube): U.S. producers' 
shipments, exports of domestic merchandise, imports for consumption, and apparent 
consumption, 1979-83, January-August 1983, and January-August 1984 

Period : 
Producers' 
shipments 1/ 

: 
: 
• 

Exports Imports if 
• 
• 
• 

Apparent 
consump-
tion 1/ 

Ratio of 
imports to 

consumption 1/ 

1,000 dollars 	 Percent 
• • 

1979 	: 11,624,283 • : 2,066,941 : 427,658 9,985,000 : 4.3 
1980 	: 15,201,567 : 2,972,500 : 557,933 12,787,000 : 4.4 
1981 	: 17,489,533 : 3,583,911 : 868,478 14,774,100 : 5.9 
1982 	: 20,260,074 : 3,810,020 : 1,187,146 : 17,637,200 6.7 
1983 	: 23,306,186 4,849,016 : 2,301,731 : 20,758,901 : 11.1 
Jan.-Aug.-- 	: 

1983 	: 15,596,481 : 3,120,424 : 1,363,243 13,839,300 9.9 
1984 	: 18,085,287 : 4,028,921 : 2,550,734 : 16,607,100 : 15.4 

1/ Estimated by the staff of the U.S. International Trade Commission by 
allocating official statistics as indicated by data published in trade journals. 

Source: Compiled from official statistics of the U.S. Department of Commerce, 
except as noted. 

1/ Ibid. p. 58. 
2/ Ibid. p. 95. 
3/ IBEW letter. dated. Nov. 20, 1984. 



.0C.2..0M00.-MMN 
MCOCNW.T00MP0,  

10..1•MMNMNS.000 
111.0.00=0, NN 
.0.1•MMNNN.-M0 

• • • • • • • • • • • • • . • • • • • . • • • . 

CovDMMN.NNMN 
M=0, 0, 4-0, Ncop..L. 

00.,- 014")*- M11).TIPIC 
N00IC1.2•*-110.0.0MN 
M Per MNN•••••-•- 

1.• 

•• •• •• •• •• •• •• •• •• •• 

NMMONONM 

M400, ..M.,-NNMO 
•• ■ •••• ■••••••• 

.0.N.OW.TM•00. 

.'0•NWNNM.7NsT 

.001MMMNNN ■00 

•• •• •• •• •• •• •• •• •• •• •• •• 

010,0111.000MO, 00030 
MCOMWNIAMWN 

•• 	 ■• 

rt.MONC0.2* 
Ninincoss 

go 

• • 0. • • • • • • • • • • • • • • 	•• 

”.0NNMOOM 
IM4•NM.01 

•••••• 	 •• 

NY30.111M11PM 
00 

M01 ■001M..• 

4■ 01 

00 •• •• •• •• Oa OS •• •• 00 •• 0 • 

%701.7NWMWOWC 
0, 03NoNM.OM00C 
ON•00, M.00, M M 

•• 

.'NN.001.1•111M1..N 
O.N.WMMMO, .-Ch 
NMMNM.- 

••• 

••• •• •• • • •• •• •• •• •• •• •• •• 

MNNO■ CM.00.0.- 
NOCI NN,0 
560%0.-NOMO. 

•• 

‘000NCW0S00•0 
."1..00.OMOON. N.0 
NNN.- N 

• • 	• • 	•• • •• • •• •• •• 
11111 
11111 
11111 
111L.4 

I 	11100 

COO L 

• 

acma-oo 
manic:Irv-1m0)- 
m-COmc-ixa 
Cbe amawc-f 
M LMLLO•..4 
U=11 -31Lo-1=m< 

D
e
p
a
r
+
m
e
n
+
 
o
f
  
C
o
m
m
e
r
c
e
.
  

• 

0 

-C 

0 

0 

to 

••• 

0 

0 

E 
0 

• 

0I 

a 
E 
O 

C.) 

QI 
U

•• 

L. 
p 
O 

Lr) 

07 .. 

"•

• 

01C W 
OMM 
▪ D 
01 4' 

M •D 
O >40 C 
L A os t0 	O 

L 	 V 
I 	I 
MOW 0 
WMO 
MOD W 
MMU 
WM C 

O 0•2 
•• •• •• •. 

▪ > 
10fOL 
E to 
O 170 
• CC 
D..19 

O OM 
0.00 

MLI 
WOON 
L UN 	•• •• •• •• 
MCC" 

- 	 E 
.0 

• 

..11; 

.4M 	 - 

.00 
5 L. 
O 0; 

5 

t o 
- 

D-1.• 
in 
✓ at 

E 
O 00' 
WMW 
•■• C. 

D

• 

O 
4' 

•D nn 
C•D 
O LO 

OD 
MMQ 
OXI 
CO> 

.0 • A 
M 

11 • C 
E tO 

•-J 

W

• 

. 
L 10 
OW 
0.10 

CL 
MM 
ME 

L M 
as 

o c 

■I•• a 

at 
.0 • 
4+ 0 

0.0 • 0.• 

O C 	 00 

N 

•• •• •• •• 

N 
00 

•• •• •• OS 

00 

• •• •• •• 

Digest No. 
11 
	

1--Con• 

n a 
4.■ 

S.. a' 

a 

C 
to 
.ca) 

1.4 

X 0 
WM 
0 

4-M 
Oa- 
0 
L 

-C 
""I  
S-4 

in 
01 

E C 
0/ 0 
IA .- 
0 
ma 
ME 

D 
in in 

C 
0 

MU 
.40 

L 
 Co 

C 4.1 
 0 L. 

0 0' 
0 030' 

E 
C• 	••• 

.0 • W 
UN n 

• D 
E 	01 

D 
01.• •Z 
C•• I 

•••• of > 
O .0 L 

041 D 
U 	C 
0>t0 
L (11 

L 
IIM 
MWC 
WOM 
MO 
.0 .s • 

rer 
11 00 

•••• 00. 
• 
MM 
E W 
OMM 
WC7 
7".01 
4WD 
04: 

WLI 
00> 
QL 

OLM 
• OD 
LOC 
MCM 

al 

-0 
to 
I- 

10 

0 
"0 

M- 
0 

C 
11/ 
M 
D 
0 

C 

s• 

0 

•• 	•• 

•• 	•• 

•• 	•• 

•• 	•• 

•• 	•• 

100 

CM 
*VW 

•• 	•• 

00 
P 
••■• 

•• 	•• 

C■I 
CO 

•• 	•• 

•••• 

CO 

cz. 
00 

• • 	•• 

N 

••• 

• • 	•• 

at 
U 

O 

. • 

•• 

•• 

- • 	• 

•• 	•• 

00 

• • 

• • 	• • 	• . 

C. Os h 
•• 	• 

•• 	•• 	•• 

•• 	•• 	• • 

O. 

•• 	 ft 

11. 

• • • 	• • 	• 

•• 

•••• 

•• 	•• 	•• 

•• 

N N.0W 

11 

LC 
0CM0 

CC 

.0.0N.0.0Nh.0.•• 

40 .0 0/0W0.  

•000.0M000.0 

.000N.- NWNWN 

...MN.MM000.NW 

--)M=UELILL=4 

.- NMoM121.-0.1. 

NMMM.-00 ■-.0M 
osNMOD.C- NWC,  

..TNIM4,6, 471, Mastri 
CP.hP,1000‘ ,.?MhC,  

NM111•0M.0.0•••0 

MMMNOMNMW 

M00N.00.0■ 0.700 

NMWWW.ONW.- 

0.N./MON..ThIN 

WNO.rNMNOM 

NCTIONMN..0.4.. 
.ON00.0.TMN 

oMh0.1.00.NWN 
.-NM 

0.-..7NN45.0M0 
NM.00, MMN 
NO, CONW ■OMM4' 

.04•NN.- MM 

C100 -OUM0001-- 

M..DMOXL 

•∎
• 

• • 	• • 	• • 	• • 

ro)N.D 
•• 

•• 	•• 	•• 	•• 

•• 	 •• 

•• 	•• 	•• 	• • 

•• 	•• 	• 	•• 

• • • 	- • 	• • 	• 

•• 	•• 	•• 	•• 

S• 	•• 	 •• 

II 
II 
11 
II 
II 
WE 

CX.. 

•• 

MN.? 

LOIWO 

N 

• • 	• • 

It) 
•• 

•• 

N 

•• 	•• 

•• 	• 

PP 

• 

• • • 

O. 	•■ 

•• 

11 
II 
11 
L.-I 
OM 
X+. 

C) 
In 

•4) 

N. 

.0 

N 
00 

.• 
11. 

.• 

CO 

CO 

00 

•• 	•• 

ft 

N 
In 
In 

•• 	•• 

CO 
in 

t. 

%.1" 

Co 
-.-1 

4.4 
O 

Cu 

E 
0 
7.4 

1+4 

0 
0 

CO
0)  

 

rl 
E 
E 
0 

ca 

C 
0 
rl 
4.) 

Cu 

$.1 

4.1 
C 

1-1 	• 
a) 

• C.) 
Cf) 

• 0) 

E 
CU 0 
4 C.) 
1.1 

lad 

0 
0 

4-1 
4-1 	0 
4-I 	0) 
CO E 

4-1 	4•) 
to 	sa 

ro 
wa 
4W 
4.J A 

> • 
4W 

"0 

CO 
e 

t4-4 
CO 0 

In 
U 

0) 4-/ 
U CO 

00 
CA J-1 





CERTAIN SEMICONDUCTORS 
AND PARTS THEREOF 





0 

O 

0. 1 
O 1 
O .4 

X 0 
4/ 0 

1.3 

Ca 
41 0 
• 41  
44 4. 
▪ 0 

41 44 
44 0 
44 
• C 

.a) 

• 

v 
• o 
v 

41 
La. 
• C 

4) 0 
01 41 
1.4 

v. 

• 1.4 
v. 0 
0 
O 

ce
r
ta

in
  
s
e
m
ic

on
du
c
to

r
s  
a
n
d
 
p
a
r
ts

  

im
p
o
r
ts
  
in
  
1
9
83
.  

TS
U
S
 it

e
m
  
n
u
mb

er
;  
d
e
s
c
r
ip

t
io

n;
  
t
a
r
if

f
 
r
a
te

  
in

fo
r
m
a
t
io

n;
  
U
.
S.

  

  

40 01 

• 
1/3 0.. 

• 0. 

41 41 

• 

0.1 14 

0 .4 
0 0 

1)4 0 

)44 
MI 0 

41 43 
4.1 7 

0 0
4 
 .0 

4.3 1. 

r••• 
03 

o cal 

,•) Jul 
4/ 7 
la • V 
13. •-1 

0 44 
0 0 

De
sc

r
ip

t
io

n  

aa 
o. 

03 
cr. 

03 

03 
0. 

•• 

CO 

r. 

• • • 

. 4 
03 
0. 
r. 

0 
CO 
Ot 

• • • • • • • • 

•••• 	 •••• 
ml 	ml 	MI 	col 	ml 	ml 

••••. 	••••. 	 •••. 	•••• 
ml 	ml 	 ml 

0)1 	ml 	en) 	mI 	enl 	ml 

•••• 
ml 	enl 	ml 	ml 	ml 	401 

- • - • • • • . • • • • • • • • • • - • • • • • • 

6.
0
%
 
a
d
 
v
a
l.

  

• • • 
1 
1 

4) 

01 

01 
O
p  

0 

14 

4) 
O 

.-i 0 
13 	41 0 
0 	1.4 .4 

1:1 	a...1 
C 
O 

.1.)01 

.,.) 	.1 4.1 
O .0 0 
41 	.1 0 
11 	7 14 

X a. a 
a 	43 .1 
14 	X 0 
.0 	43.4 

41 4) 	144 0 
43 

0 	0 41 
11440

g) 
	0 

14r s 	.0 -. 
0. 0

4 
0 0 

! L.  .00 0 0 4,1  ..,., 
✓ ...„. 	.... 

0 
g., 0. 	,....., 
0 441 	.0 03 
4. CD 	0 0 

4-1 •41 

CO 	.1 	0 	I•••• - 	CT 	•43.  
(''') 	l'4 	l41 	ND 	I, 	01 
0 	.41. 	P. 	.4 	0 	CO 
. 	. 	. 	 . 

4.) 	0, 	. U1 	VI 	 1-1 	C4 
141 	 ca 	en 	4•4 	N 	0 
N 	.4 	0 	.♦ 	 vi 

.• .• •• .• .• .• .• ••• .• 

V V 	a • v 	V 	v  
0 • 	a• 	0- 	al• 	ol• 	ol• 

10 0  0 

• 

04  0 0 411 44 0 

▪  

VI 14 
 141 0 vi  i> we > tn o en > en o 

al en el to m cn 
.. .. .. .. .. ,. .. .. .. .. 

Oa 	• 11/1 	 • be 

	

- 	• De 	• el 	• Irt 
• S• 	.-4 V 	.4 a 	.4 a 	44 a 	... 4t 
04 '0 N .0 0 ea v al en v al C4 V Al 

• a> •aa. •co> •te 	• a > • 
0 	0' 	0 	•cr 	 47 	a. 

	

- -...... 	 .................. 

se 	.4  111 	04  
41 pof ea v 0 •13 V O . V al ..ce v al eta 

• oo •cob,  •c4O. •4310. •01> 
trt 	in 	in 	on 	on 	In 

- •• - - - 

.0 

g -4 P

▪  

I 	g 	g 	g a co CI 
114  •"4 

 40 
• • 0. 	• 3, 	• 0, 	

• 	

• 
en 	N 	LA 	VI 	141 

• • 

N V .gg'177113 .1 	 .4° '4  C4 V a) N .43 01 V 0 V 0 
• 0 > • 0 • • 41 > • o > 	ea o. • o > 

•er 	-a 	V 	•or 

68
7.

70
A 
:  
T
r
a
n
s
is

to
r
s  

6.
0
%
  a

d
 
v
a
l.

  

0 

U 

0 

to 

04 
0 

4. 
43 

• $4 
.44 0 	43 
0 44 	.0 

4.1 m 
.0 
0 .4 	00 • 
0 .0 C 

	

-4 	44 13. 
41 00 	Le 0 

01 
.0 

 

.4 	
4

• 

4 
	° 01 .1 0 

V 0 00 	V 0 
O 0. 	•44 41 	0 

41 14 	.0 0 
41 al 	0.) 

-4 0 
O 0 43 
41 0 	0 

ao v 
v 	ca 	 41 
• > 	43 	0 14 

V 7 0 43 
• 0 	4.1 
4.1 0 	0 

00 
0
0
I 0 V 0 

	

.4 	0 0 
DI ea. 	03 I  

▪ .4 	.0 41 

	

41 	0 14 
ao 

.1 0 .40 
"0 

C 
O >a .4 0 
4 	464 
0 0 

A+ 
.0 0 

	

.4 	43 
111 )64 

• 0 	0.0 

	

0 	41  
E 	G a) 
a) .o 	o 
4.1 	fA 
.4 V 0 0 

	

41 	l 0a 
41 43 	0. 0. 

411 • 0 co 
.0 0 0 

00 CO 

• 

1 
40 41 a e 
41 01 .4 0 14 
.0 0 	14 
43 V • 0 0 

.4 

O 0 
▪ > •C 

43 	 43 
0 1:1 

0 .0 1") 0 0 
..1 0 	.4 

.0 0 .0 
C 4.1 	C 

0 0 
▪ V It 0 .0 

C 

• 

La 01 
01 44 0 • a. 
01 0. 	.4 

O CA 	01 0 
O 41 0 • 0 
.4 	 t3 
43  0 6.

>
4 	411 • 

4.1 
O 41 

• 

0 0 1.4 
a0 44 0 	0 

lo a) 1 
O 14 44 ••••1,  
Ca GI 0 a 

0
• 

U 4 

O 0 .0 03 .0 
.0 	0 .0 :A 
14  E 

.41 ta 	4.311-4 co 

	

3.. 	 cv 

6.
0
%
 
a
d
 
v
a
l.

 
 

6.
0
%
 
a
d
 
v
a
l.
  

6.
0
%
 
a
d
 
v
a
l.

  

6.
0
%
 
a
d
 
v
a
l.

  

. 

	

V 	0 0 

	

01 	.

• 	

0 .1 

	

M 	..4 0 
43 7 

	

4) 	.-1 ta 	t.• 

	

VI 
	

0 .4 	41 

	

0 
	

0 	.0 
0 

0 

	

.• •• •• 	•• .• •• 	•• 

.41 	LA 
• 40 	CO 

r•-• 

	

m. 	co 	co 	oa 	oa 
sla 



2 

Digest No. 
2--Con. 

II. Comment 

Description and uses  

Semiconductors are crystal devices having electrical properties that 
place them between insulators and conductors. These devices are usually 
produced from wafers of high-purity silicon whose surfaces are etched, 
implanted, and metalized. The etched patterns on the wafers (each a 
semiconductor chip) are created by using photographic masks whose precise 
alignments are necessary to deliver close tolerances. Fabrication is 
performed in dust-free environment to avoid device failure through surface 
contamination. Principal types of semiconductors are transistors, diodes and 
rectifiers, and integrated circuits. 

Transistors are active semiconductors having three electrodes and are 
capable of signal amplification and circuit switching. Diodes and rectifiers 
are passive devices having two electrodes and are capable of passing an 
electrical current in one direction with a low resistance and in the opposite 
direction with a high resistance. Transistors and diodes, when produced and 
connected within, or on, a single crystal substrate along with other 
electrical components including resistors and capacitors, are called 
monolithic integrated circuits. Combinations of integrated circuits assembled 
into a single package or integrated circuits with the addition of discrete 
components are called hybrid integrated circuits. 

Initial uses of semiconductors were limited to operational amplifiers, 
logic circuits, and shift registers incorporated into computers and other 
electronic products displacing vacuum tubes. Currently, semiconductors are 
complex devices containing thousands of components and performing hundreds of 
electrical functions. Digital computers, office machines, communications 
equipment, consumer electronic products, and military equipment account for 
much of U.S. semiconductor consumption. 

U.S. customs treatment 

Semiconductors and parts are classified under items 687.70-.74, 687.77, 
687.81, and 687.85-.87 of the Tariff Schedules of the United States Annotated  
(1984)  (TSUSA). However, item 687.87 was not included on the list of 
high-technology products provided by the United States Trade Representative 
for duty-free consideration. Semiconductors and parts, when imported from 
Canada and designated as original motor-vehicle equipment, are classified 
under TSUS item 687.89. Since 1982, the U.S. Customs Service has classified 
unmounted semiconductor chips, dice, and wafers as transistors, diodes, 
rectifiers, or integrated circuits, depending on their circuitry. 

The rates of duty applicable to semiconductors and parts are determined 
by the trading status of the country of , exportation. Articles imported from 
countries with most-favored-nation status (MFN) including certain least 
developed developing countries (LDDC's) are dutiable at 4.2 percent 
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ad valorem. 1/ The rate of 4.2 percent ad valorem represents the final stage 
rate negotiated during the Tokyo round of the Multilateral Trade Negotiations 
(MTN) that was accelerated in the U.S.-Japanese bilateral agreement entered 
into on September 30, 1981. 2/ Articles imported from certain countries which 
the President has designated as being under Communist control or domination 
are dutiable at 35 percent ad valorem. 3/ Imports into Japan and the European 
Community are dutiable at 4.2 percent ad valorem and 17 percent ad valorem, 
respectively. 

Effective April 1, 1981, transistors, diodes, and rectifiers, classified 
under items 687.70 and 687.72, were designated for duty-free treatment as 
eligible articles under the Generalized System of Preferences (GSP). 4/ GSP 
eligibility is subject to certain competitive-need limitations as set forth in 
title V of the Trade Act of 1974. Duty-free imports entered under a TSUS item 
from a beneficiary developing country are limited to a percentage of the U.S. 
gross national product and to 50 percent of the appraised value of imports. 
Eligibility also requires that at least 35 percent of the appraised value of 
the TSUS item eligible under GSP be added in the beneficiary developing 
country. Semiconductors imported from Canada under item 687.89 also enter 
free of duty under the Automotive Products Act of 1965. 5/ 

U.S._producers  and employment 

Semiconductors and parts were produced by about 150 U.S. firms in 1983 
compared with about 115 firms in 1979. During the period, more than 32 new 
firms entered the industry, concentrating on the development of computer 
memory devices and custom integrated circuits. 6/ The large number of new 

1/ The rates of duty in col. 1 are MFN rates and are applicable to imported 
products from all countries except those Communist countries and areas 
enumerated in general headnote 3(f) of the TSUSA. However, 
such rates would not apply to products of developing countries which are 
granted preferential tariff treatment under the GSP. 

2/ Presidential Proclamation No. 4889, Dec. 29, 1981, 47 F.R. 1. 
3/ The rates of duty in col. 2 apply to imported products from those 

Communist countries and areas enumerated in general headnote 3(f) of the 
TSUSA. The only Communist countries currently eligible for 
most-favored-nation treatment (col. 1 rates) are China, Hungary, Romania, and 
Yugoslavia. 

4/ The GSP is a program of nonreciprocal tariff preferences granted by the 
United States to developing countries to aid their economic development by 
encouraging greater diversification and expansion of their production and 
exports. The GSP, as enacted in title V of the Trade Act of 1974, implemented 
by Executive Order No. 11888 of November 24, 1975, and renewed in title V of 
the Trade and Tariff Act of 1984, applies to merchandise imported on or after 
January 1, 1976, and is scheduled to remain in effect through July 4, 1993. 
It provides for duty-free entry of eligible articles imported directly from 
designated beneficiary developing countries. 

5/ See app. D for communications concerning the negotiations for reducing 
semiconductor tariffs. 

6/ Electronic Business,  U.S. Venture Capital Funds a Wave of Chipmakers, 
Apr. 1, 1984, p. 56. 
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entrants in the industry was principally related to two factors--favorable 
changes in U.S. tax laws and a shift in technology to complementary metal 
oxide semiconductors (CMOS). Changes in the laws reducing taxes on capital 
gains provided venture capitalists with incentives to invest more heavily in 
the industry. The shift to CMOS was related to the need to develop 
semiconductor devices with low power consumption. 

With few exceptions, the major producers in the semiconductor industry 
are multiproduct firms largely producers of computers and office machines 
deriving their income principally from sales of products other than 
semiconductors. Through mergers or equity ownership, many of the former 
merchant suppliers in the industry are now operated as divisions of larger 
firms. The membership of the association representing the semiconductor 
industry accounted for about 90 percent of U.S. semiconductor shipments and is 
composed of 50 firms, 29 of which are principally original-equipment 
manufacturers, 14 of which are principally merchant suppliers, and 7 of which 
are foreign subsidiaries. 1/ Of the merchant suppliers, only five firms are 
believed to have sales exceeding $100 million annually. One of the member 
firms is a foreign producer of telephone apparatus and is in the initial 
stages of semiconductor production. 

Employment in the semiconductor industry increased from about 174,000 
persons in 1979 to about 215,000 persons in 1983, or by about 6 percent 
annually. 2/ A large share of U.S. producers operate assembly plants in 
developing countries. It is believed that employment in these plants increased 
by about the same rate. 

U.S. consumption 

Apparent U.S. consumption of certain semiconductors and parts increased 
from $6.5 billion in 1979 to an estimated $13.4 billion in 1983 (table A-1). 
Apparent consumption reached an estimated $15.3 billion during January-August 
1984 compared with an estimated $9.7 billion during January-August 1983. The 
increase in apparent consumption during the period was related to an expanding 
economy, price declines, and numerous new applications for semiconductors, 
including applications in computers, office machines, telephone and telegraph 
apparatus, and military electronics. The import share of apparent consumption 
ranged between 33.5 and 38.7 percent during 1979-83 and January-August 1984. 

Apparent consumption of transistors, diodes and rectifiers, integrated 
circuits (other than monolithic), and other crystal devices and parts ranged 
between only 17 to 31 percent of consumption of certain semiconductors and 
parts during the period (tables A-2, A-3, A-5, A-6, and A-7). The growth in 
consumption of these devices was limited to special applications or to their 

1/ The Semiconductor Industry Association's membership accounts for about 
90 percent of U.S. semiconductor shipments. However, a large share of the 
members of the association derive their income principally from sales of 
products that incorporate semiconductors. 

2/ Estimated by the staff of the U.S. International Trade Commission on the 
basis of official statistics of the U.S. Department of Commerce. 
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power-handling capabilities. The largest category of these devices were 
integrated circuits (other than monolithic). Consumption of these 
semiconductors increased from $594 million in 1979 to $1.0 billion during 
January-August 1984 compared with $842 million during January-August 1983. 

Apparent consumption of monolithic integrated circuits, representing 
approximately 72 percent of the total, increased from $4.4 billion in 1979 to 
an estimated $10.4 billion in 1983 (table A-4). Apparent consumption reached 
$12.4 billion during January-August 1984 compared with $8.1 billion during 
January-August 1983. The import share of apparent consumption ranged between 
38.9 and 45.9 percent during 1979-83, and declined to 32.7 percent during 
January-August 1984. 

U.S. producers' shipments  

U.S. producers' shipments of certain semiconductors and parts rose by 
more than 92 percent during 1979-83, from $6.7 billion to $12.8 billion. 
During January-August 1984, U.S. producers' shipments were valued at $13.8 
billion, or about $4.3 billion above the value of producers' shipments during 
the corresponding period of 1983. Monolithic integrated circuits accounted 
for the largest share of producers' shipments during the period, averaging 
about 66 percent of total semiconductor shipments. Following monolithic 
integrated circuits in importance were parts of semiconductors (9 percent), 
other integrated circuits (9 percent), transistors (7 percent), and diodes and 
rectifiers (6 percent). The remainder of U.S. producers' shipments was 
accounted for by shipments of other crystal components. 

U.S. exports  

U.S. exports of semiconductors and parts increased from $2.6 billion in 
1979 to $4.3 billion in 1983, or by 65 percent (table 8-1). Exports were 
valued at $3.6 billion during January-August 1984 compared with $2.8 billion 
during January-August 1983. U.S. exports of semiconductors and parts are 
largely chips which are sent to developing countries for wire bonding and 
encapsulation. These developing countries include Malaysia, the Philippines, 
Singapore, and the Republic of Korea, where U.S. assembly plants are located. 
U.S. assembly plants are also located in Mexico and Hong Kong. Other than 
these developing countries, Japan and Canada were the principal export markets 
for semiconductors (tables B-2 through B-7). 

U.S. imports  

U.S. imports of certain semiconductors and parts increased from 
$2.4 billion in 1979 to $5.0 billion in 1983, or by 105 percent (table C-1). 
During January-August 1984, imports rose significantly, reaching $5.1 billion, 
compared with $3.1 billion during January-August 1983. The ratio of imports 
to consumption of certain semiconductors and parts remained fairly constant at 



6 

Digest No. 
2--Con. 

approximately 37 percent during the period 1979-83. For January-August 1984, 
the ratio was 33.5 percent, compared with 31.5 percent during the 
corresponding period in 1983. 

Malaysia, the Philippines, Singapore, and the Republic of Korea, where 
U.S. assembly plants are located, were the principal suppliers of 
semiconductors entered under TSUS items 806.30 and 807.00. Imports from these 
countries accounted for 61 percent of total imports in 1979 and 57 percent in 
1983. Imports from Japan, however, increased faster during 1979-83 than 
imports from any other source. Imports from Japan increased from $242 million 
in 1979 to $924 million in 1983. During January-August 1984, imports from 
Japan were valued at $1.3 billion compared with $576 million during 
January-August 1983. During January-August 1984, Japan accounted for 24.9 
percent of total imports, increasing from 10.0 percent in 1979. Monolithic 
integrated circuits accounted for about 81 percent of U.S. imports during 
1979-83 (table C-4), and transistors, diodes and rectifiers, and other devices 
accounted for the remainder (tables C-2, C-3, C-5, C-6, and C-7). About 75 
percent of the value of U.S. imports in 1983 was entered by U.S. producers. 
The remainder was imported by or from foreign producers and were principally 
memory devices which are highly price sensitive, not unlike a commodity 
product. 

Imports under TSUS items 806.30 and 807.00. --U.S. imports under TSUS items 
806.30 and 807.00 accounted for the largest share of imports during 1979-83. 1/ 
Imports entered under these provisions increased from $1.9 billion in 1979 to 
$3.4 billion in 1983. The duty-free share of imports entered under TSUS items 
806.30 and 807.00 reached $2.1 billion in 1983 compared with $1.2 billion in 
1979. The duty-free share accounted for 49 percent of total imports in 1979, 
decreasing to 44 percent in 1983. Since duty was not paid on the duty-free 
share, the effective rate of duty for all semiconductors and parts in 1983 was 
1.6 percent ad valorem, rather than 4.2 percent ad valorem. 

Imports under the GSP.--Since transistors, diodes, and rectifiers became 
eligible articles in 1981, imports of these devices under the GSP have been 
relatively small, increasing from $36 million in 1981 to $58 million in 1983. 
Taiwan and Singapore were the principal suppliers under the GSP. 

Position of interested parties  

The association representing the industry takes the position that the 
elimination of the import duty will have no impact on trade patterns in 

1/ Under the provisions of TSUS item 806.30, articles of metal (except 
precious metals) that have been manufactured, or subjected to a process of 
manufacture, in the United States, and exported for processing and returned to 
the United States for further processing, are subject to duty only on the 
value of the foreign processing. Under TSUS item 807.00, imported articles 
assembled in foreign countries with fabricated components that have been 
manufactured in the United States are subject to duty upon the full value of 
the imported product less the value of the U.S.-fabricated components 
contained therein. No further processing is required for articles entered 
under TSUS item 807.00. 
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semiconductors and that the current $100 million in duties paid by the 
industry could be more meaningfully used to finance capital investment and 
research and development. 1/ The association believes that, "for the 
semiconductor industry, the effective duty is too small to be a significant 
determinant in plant location decisions. Labor costs, transportation costs, 
inventory transit period, and tax considerations are far more important 
factors." 2/ According to the association, "the tariff is equivalent to a 
production tax on imported, U.S.-origin products". 3/ The association 
strongly supports the elimination of the duty to "serve as a reaffirmation of 
the commitment of the United States and Japan to compete on an equal basis in 
an open international market. Additionally, it would signal a commitment to 
eliminate all remaining restrictions on high technology items". 4/ 

On November 29, 1984, in response to a request from the Commission during 
the public hearing, 5/ a seminar on determinants and significance of pricing 
in the semiconductor industry was conducted at the Commission by 
representatives of the Semiconductor Industry Association. During the 
seminar, representatives of the association expanded their position taken at 
the public bearing, contending that semiconductor pricing is less important 
than certain other factors affecting semiconductor sales. The representatives 
contended that quality and delivery were more important considerations than 
price, particularly since semiconductor prices are constantly falling as the 
production base increases. The representatives argued that Japanese producers 
follow a market share strategy and will price their products to achieve that 
market share irrespective of profits. As a result, the representatives 
contend that the proposed tariff elimination will not affect prices of imports 
from Japan in the U.S. market. 6/ They also emphasized the greater importance 
of customer liaison and the costs of the total component package required by 
the end product producer, rather than the cost of individual devices. The key 
issue as to how semiconductor pricing would be affected by the elimination of 
duty, especially since U.S. producers are subject to an effective 1.6-percent 
ad valorem duty rate, whereas foreign producers are subject to a 4.2-percent 
ad valorem duty rate, was largely left unanswered. 

Micron Technology, Inc., a small U.S. producer of semiconductor memory 
devices, believes that the tariff elimination should be deferred until foreign 
countries remove the restrictions in their markets to our products. 7/ Micron 
Technology claims that semiconductor memories are the largest volume products 

1/ Transcript of Proceedings, Nov. 15, 1984, p. 23. 
2/ Statement of Semiconductor Industry Association, Nov. 15, 1984, p. 13. 
3/ Ibid. p. 12. 
4/ Semiconductor Industry Association, The International Microelectronic  

Challenge, 1981, p. 52. 
5/ Ibid., Proceedings, p. 71. 
6/ The representatives offered no statement on the pricing strategies of 

other suppliers to the U.S. market that will also benefit from any tariff 
elimination. 

7/ Micron Technology Inc., was the only small U.S. semiconductor producer 
that recorded its opposition to the duty elimination. Some small producers in 
the industry, elected not to oppose the duty elimination, since certain large 
firms in the industry favoring duty elimination are important customers. 
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entering international trade and that Japanese producers dominate the 
business. With the elimination of the duty, Japanese producers will increase 
their market share by becoming more competitive in the U.S. market. At the 
same time, U.S. producers will not increase their share of the Japanese market, 
since Japan will not buy from foreign sources unless the products are not 
locally available. Micron also believes that the elimination of the tariff 
will accelerate the trend by U.S. firms to locate wafer fabrication or 
assembly operations abroad with the resultant loss of employment in the United 
States. Additionally, the firm believes that it is unfair and detrimental to 
our national interest to provide duty-free treatment for Korean-produced 
semiconductors while the Korean duty rate is maintained at 30 percent ad 
valorem. 

The International Brotherhood of Electrical Workers (IBEW) is opposed to 
the elimination of the duty on semiconductors. In a posthearing brief filed 
with the Commission, the IBEW estimates that the Japanese Government will 
derive five times the benefits from the duty elimination than the U.S. 
Government. The union reported that during January-August 1984, U.S. exports 
of $253 million to Japan yielded revenues of $10.6 million to the Japanese 
Government, exports from Japan to the United States of $1.274 billion during 
this period yielded revenues of $53.5 million to the U.S. Government. The 
duty elimination, according to the union, would provide Japanese producers 
with five times the revenues to invest in plants and equipment, thereby 
enhancing their competitive strength and resulting in a negative impact on 
U.S. employment. The IBEW believes that in this time of large Federal 
deficits, the U.S. Treasury should not be deprived of hundreds of millions of 
dollars in duties to promote imports from Japan and at the same time, give 
U.S. firms incentives to rationalize production abroad. The union also 
believes that the duty elimination would adversely affect our high-technology 
leadership, which is critical to the international competitiveness of other 
U.S. industries. In the absence of employment opportunities created by 
high-technology industries, the IBEW questions future sources of employment 
opportunities. 
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Table A-1.--Certain semiconductors and parts thereof: U.S. producers' shipments, 
exports of domestic merchandise, imports for consumption, and apparent 
consumption, 1979-83, January-August 1983, and January-August 1984 

Producers' 

	

. Apparent 	Ratio of : 	 : 	 : 
Period Exports 	Imports : consump- 	imports to : shipments 	: 	 • 

tion. consumption- 
: 	  1,000 dollars 	 : Percent 

1979 	: 6,656,800 : 2,593,513 : 2,417,606 •: 6,480,893 : 37.3 
1980 	 8,635,000 : 3,436,931 : 3,279,146 : 8,477,215 : 38.7 
1981 	 9,769,000 : 3,569,888 : 3,553,083 : 9,752,195 : 36.4 
1982 	: 10,309,900 : 3,787,122 : 4,134,299 : 10,657,077 : 38.8 
1983 	: 1/ 12,790,000 : 4,342,838 : 4,955,560 : 1/ 13,402,722 : 1/ 37.0 
Jan.-Aug.-- : : . • 

1983 	: 9,445,000 : 2,777,502 : 3,072,217 : 1/ 9,739,715 : 1/ 31.5 
1984 	: 1/ 13,773,000 : 3,632,466 : 5,116,308 : lY 15,256,852 : 1/ 33.5 

1/ Estimated by the staff of the U.S. International Trade Commission by 
allocating official statistics as indicated by data published in trade journals. 

Source: Compiled from official statistics of the U.N. Department of Commerce, 
except as noted. 
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Table A-2.--Transistors: U.S. producers' shipments, exports of domestic 
merchandise, imports for consumption, and apparent consumption, 1979-83, 
January-August 1983, and January-August 1984 

Period 
: 
: 

Producers' 
shipments 

• • 
Exports Imports : 

Apparent 	: 
consumption : 

Ratio of 
imports to 

consumption 

: 	 1,000 dollars 	 : Percent 

1979 	 : 631,000 : 211,048 : 204,695 : 624,647 : 32.8 
1980 	 • 650,200 : 265,546 : 224,098 : 608,752.: 36.8 
1981 	 737,200 : 271,043 : 264,446 : 730,603 : 36.2 
1982 	 : 726,500 : 282,432 : 259,662 : 703,730 : 36.9 
1983 	 : 1/ 745,000 : 336,750 : 253,038 : 1/ 661,288 : 1/ 38.3 
Jan.-Aug.-- : : 

1983 	 : 1/ 450,000 : 157,617 : 160,638 : 1/ 453,021 : 35.4 
1984• 	: 1/ 563,000 : 206,607 : 232,512 : 1/ 588,905 : 1/ 39.5 

1/ Estimated by the staff of the U.S. International Trade Commission by 
allocating official statistics as indicated by data published in trade 
journals. 

Source: Compiled from official statistics of the U.S. Department of 
Commerce, except as noted. 
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Table A -3. --Diodes and rectifiers: U.S. producers' shipments, exports of 
domestic merchandise, imports for consumption, and apparent consumption, 
1979-83, January-August 1983, and January-August 1984 

Period 
Producers' : 

A
pparent : 

Ratio of 

ehipments : 	 :Imports consumption : 
imports 

: 	 : 
Exports 	Imports 	to 

consumption 

1,000 dollars Percent 

1979 	  : 459,300 . : 227,096 : 146,149 378,353 : 38.6 
1980 	  : 540,600' 296,433 : 145,694 : 389,861 : 37.4 
1981 	  : 714,000 : 297,516 : 177,182 : 593,666 : 29.8 
1982 	  : 644,200 : 306,733 : 192,632 : 530,099 : 36.3 
1983 	  : 1/ 695,000 : 358,157 : 199,421 : 1/ 536,264 : 1/ 37.2 
Jan.-Aug.-- : : 

1983 	 : 1/ 520,000 : 167,604 : 127,427 : 1/ 479,823 : 26.6 
1984 	 : 1/ 702,000 : 230,638 : 210,489 : 1/ 681,851 : 1/ 30.9 

1/ Estimated by the staff of the U.S. International Trade Commission by 
allocating official statistics as indicated by data published in trade 
journals. 

Source: Compiled from official statistics of the U.S. Department of 
Commerce, except as noted. 
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Table A-4.--Monolithic integrated circuits: U.S. producers' shipments, exports of 
domestic merchandise, imports for consumption, and apparent consumption, 
1979-83, January-August 1983, and January-August 1984 

Period 
Producers' 
shipments 

Exports 	Imports 
Apparent 
consumption 

: 
: 
: 
: 

Ratio of 
imports to 
consump- 
tion 

1,000 dollars 	 Percent 

1979 	 3,851,100 : 1,297,471 : 1,876,066 : 4,429,695 42.4 
1980 	 5,490,900 : 1,753,068 : 2,742,278 : 6,480,110 : 42.3 
1981 	 5,844,400 : 1,773,964 : 2,938,204 : 7,008,640 : 41.9 
1982 	 6,166,900 : 1,968,228 : 3,476,089 : 7,674,761 : 45.9 
1983 	 : 1/ 8,740,000 : 2,355,238 : 4,055,720 : 1/ 10,440,482 : 1/ 38.9 
Jan.-Aug.-- • 

1983 	 : 1/ 6,652,000 : 1,085,340 : 2,549,687 : 1/ 8,116,347 : 31.4 
1984 	 : 1/ 9,890,000 : 1,513,852 : 4,067,491 : 1/ 12,443,639 : 1/ 32.7 

• 
1/ Estimated by the staff of the U.S. International Trade Commission by 

alloCating official statistics as indicated by data published in trade journals. 

Source: Compiled from official statistics of the U.S. Department of Commerce, 
except as noted. 
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Table A-5.--Other integrated circuits: U.S. producers' shipments, exports of 
domestic merchandise, imports for consumption, and apparent consumption, 
1979-83, January-August 1983, and January-August 1984 

1,000 dollars Percent 

1979 	 655,500 : 193,761 : 131,792 : 593,531 : 22.2 
1980 	 728,900 : 272,710 : 120,001 : 576,191 : 20.8 
1981 	 896,400 : 280,377 116,441 : 732,464 : 15.9 
1982 	 1,073,600 : 272,708 : 114,579 : 915,471 : 12.5 
1983 	 1/ 1,250,000 : 342,465 : 123,467 : 1/ 1,031,002 : 1/ 12.0 
Jan.-Aug.--: 

1983 	 1/ 925,000 : 169,897 : 86,856 : 1/ 841,959 : 1/ 10.3 
1984 	 1/ 1,156,000 : 209,039 71,030 : 1/ 1,017,991 : 1/ 7.0 

1/ Estimated by the staff of the U.S. International Trade Commission by 
allocating official statistics as indicated by data published in trade 
journals. 

Source: Compiled from official statistics of the U.S. Department of 
Commerce, except as noted. 
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Table A -6. - -Other (crystal components): U.S. producers' shipments, exports of 
domestic merchandise, imports for consumption, and apparent consumption, 
1979-83, January-August 1983, and January-August 1984 

• : 

Producers' : • . Apparent : Ratio of imports 
Period 

: shipments : 
Exports Imports 

: consumption : 	to consumption 
: • • : : 

: 	  1,000 dollars : Percent 

1979 	 : 199,900 : 130,165 : 39,256 : 108,991 : 36.0 
1980 	 : 249,700 : 184,778 : 45,480 : 110,402 : 41.2 
1981 	 : 327,000 : 200,635 : 20,925 : 142,272 : 14.2 
1982 	 : 388,700 : 218,477 : 25,112 : 291,335 : 12.9 
1983 	 : 1/ 450,000 : 262,266 : 21,079 : 1/ 208,813 : 1/ 10.1 
Jan.-Aug.-- : • . . • . : 

1983 	 : 1/ 250,000 : 121,551 : 8,133 : 1/ 136,582 : 1/ 6.0 
1984 	 : 1/ 507,000 : 168,432 : 49,065 : 1/ 387,633 : 1/ 12.7 

: • 

1/ Estimated by the staff of the U.S. International Trade Commission by 
allocating official statistics as indicated by data published in trade 
journals. 

Source: Compiled from official statistics of the U.S. Department of 
Commerce, except as noted. 
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Table A-7. --Parts of semiconductors: U.S. producers' shipments, exports of 
domestic merchandise, imports for consumption, and apparent consumption, 
1979-83, January-August 1983, and January-August 1984 

Period 

: 
: 
: 
Producers' 
shipments 

: 
: 
E
xp

orts 

: 
: 
: Imports 

: 
: 
: 

Apparent 
consumption 

• • 
: 
: 
Ratio of imports 
to consumption 

1979 	: 
1980 	: 
1981 	: 
1982 	: 
1983 	: 
Jan.-Aug.--: 

1983 	 
1984 	: 

: 	  

860,000 
975,000 

1,250,000 
1,310,000 

1/ 1,320,000 

1/ 848,000 
1/ 955,000 

: 
: 
: 
: 
: 
• . 
: 
: 

1.000 dollars 	

: 
: 
: 
: 
: 
• . 
: 
: 

1/ 

1/ 
1/ 

237,819 
187,351 
347,867 
576,689 
696,018 

393,635 
772,353 

: 

: 
: 
: 
: 
: 
: 
: 
: 

Percent 

13.6 
25.1 
8.0 

35.7 
43.5 

35.4 
62.9 

654,441 
834,725 
930,040 
939,211 
926,816 

593,841 
668,368 

: 
: 
: 
: 
: 
• . 
: 
: 

32,260 
47,076 
27,907 
205,900 
302,834 

139,476 
485,721 

1/ 

1/ 
1/ 

1/ Estimated by the staff of the U.S. International Trade Commission by 
allocating official statistics as indicated by data published in trade 
journals. 

Source: Compiled from official statistics of the U.S. Department of 
Commerce, except as noted. 
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List of Witnesses Appearing at the Commission Hearing 
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TENTATIVE CALENDAR OF PUBLIC HEARING 

Those listed below appeared as witnesses at the United States 
International Trade Commission's hearing: 

Subject 	: Probable Economic Effect of Providing 
Duty Free Treatment for U.S. Imports 
of Certain High Technology Products 

Inv. No. 	: TA-131(b)-9 

Date and time: November 15, 1984 - 10:00 a.m. 

Sessions were held in the Hearing Room of the United States 
International Trade Commission, 701 E Street, N.W., in Washington. 

WITNESS AND ORGANIZATION  

GENERAL  

International Brotherhood of Electrical Workers, Washington, D.C. 

Robert B. Wood, Director of the Department of Research 
and Education 

Richard E. Collins, International Representative 

Dale Dunlop, Research Economist 

- more - 
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PARTS OF AUTOMATIC DATA-PROCESSING MACHINES AND 
UNITS (SUBASSEMBLIES) THEREOF  

Verner, Liipfert, Bernhard & McPherson--Counsel 
Washington, D.C. 
on behalf of  

Digital Equipment Corporation, The Computer and 
Business Equipment Manufacturers Association 
(CBEMA), the American Electronics Association 
(AEA) and Scientific Apparatus Makers Association 
(SAMA) 

Bruce Holbein, Manager, Government Relations 

Larry Langdon, Corporate Tax Director, Hewlett 
Packard 

R. Michael Gadbaw--OF COUNSEL 

PARTS OF SEMICONDUCTORS  

Verner, Liipfert, Bernhard & McPherson--Counsel 
Washington, D.C. 
on behalf of  

The Semiconductor Industry Association (SIA) 

George Scalise, Senior Vice President, 
Advanced Micro Devices, Sunnyvale, 
California 

Ms. Carolyn Dickins-Lowe, Corporate Customs 
Manager, Intel Corporation, Santa Clara, 
California 

Timothy Richards, Economist, Verner, 
Liipfert, Bernhard & McPherson 

R. Michael Gadbaw--OF COUNSEL 





APPENDIX B 

U.S. Trade Representative Request of October 19, 1984, 
for Probable Effect Advice 
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THE UNITED STATES TRADE REPRESENTATIVE 
WASHINGTON 

20506 

October 19, 1984 

The Honorable Paula Stern 
Chairwoman 
U.S. International Trade Commission 
701 E Street, N.W. 
Washington, D.C. 20436 

Dear Chairwoman Stern: 

On October 9, 1984, the Trade and Tariff Act of 1984 (the Act) 
passed the Congress and will soon be before the President for 
signature. Once enacted into law, section 308 of the Act will 
authorize the President to continue, modify or eliminate the 
duties on certain enumerated high technology products in order to 
carry out agreements concluded pursuant to section 104(A)(c) of 
the Trade Act of 1974, as amended. 

In preparation for such negotiations, I am requesting the Commis-
sion, at the direction of the President, to conduct an investiga-
tion pursuant to section 332(g) of the Tariff Act of 1930 in 
order to advise the President, with respect to each item listed 
in Annex I to this request, as to the probable economic effect of 
providing duty free treatment on imports of these items on indus-
tries in the United States producing like or directly competitive 
articles and on consumers. 

Since the President will in the very near future have the Act for 
signature, the Commission should in all respects conduct this 
investigation as if this request had been made pursuant to sec-
tion 131 of the Trade Act of 1974, including the holding of pub-
lic hearings. At such time that the Act becomes law, I request 
that the investigation be converted into an investigation under 
section 131 of the Trade Act of 1974, and the advice provided 
thereunder. 

The Commission is requested to provide its advice to the 
President in this investigation as soon as possible, but not 
later than December 14, 1984. In order that we may coordinate 
our public hearing with that of the Commission's, I would appre-
ciate your informing me as soon as possible as to the date the 
Commission expects to hold its hearing. For the convenience of 
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the public, we would prefer to hold our hearings on the day fol-
lowing those of the Commission's. So, for example, if the Com-
mission holds hearings on November 15, 1984, my Office could hold 
hearings on November 16, 1984. 

Very truly yours, 

VtZt _tr: _ 
WILLIAM E. BROCK 

WEB:hcc 
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ANNEX I 

TSUS Item Nos.  

676.52 (pt) 

Product Description 

Parts of automatic data-processing 
machines and units (subassemblies) 
thereof (other than parts incorporating 
a cathode-ray tube) 

	

687.70 	 Transistors 

	

687.72 	 Diodes and rectifiers 

	

687.74 	 Monolithic integrated circuits 

	

687.77 	 Other integrated circuits 

	

687.81 	 Other (crystal components) 

	

687.85 	 Parts of semiconductors 



APPENDIX C 

U.S. International Trade Commission Notices of 
Investigation and Hearing 
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United States International Trade Commission 
Washington, D.C. 

(332-199) 

Probable Economic Effect of Providing Duty Free Treatment for 
U.S. Imports of Certain High Technology Products 

AGENCY: United States International Trade Commission 

ACTION: In accordance with a request dated October 19, 1984, from the 
United States Trade Representative, the Commission has instituted 
investigation No. 332-199 for the purpose of providing advice requested by the 
U.S. Trade Representative (USTR) with respect to the probable economic effect 
on U.S. industries producing like or directly competitive articles, and on 
U.S. consumers, of the elimination of U.S. duties on certain high technology 
products. 

EFFECTIVE DATE: October 24, 1984 

FOR FURTHER INFORMATION CONTACT: 

(1) Articles covered under item 676.52(pt.), 
Mr. William Fletcher (202-523-0378) 

(2) Articles covered under items 687.70 -.85, 
Mr. Nelson Hogge (202-523-0377) 

The above staff are in the Commission's Office of Industries. For information 
on legal aspects of the investigation contact Mr. William Gearhart of the 
Commission's Office of the General Counsel at (202-523-0487). 

SUPPLEMENTARY INFORMATION: On October 19, 1984, the USTR furnished the United 
States International Trade Commission with a list of high technology products 
which are being considered for duty free treatment. The investigation covers 
the following articles and their respective tariff classification provisions 
in the Tariff Schedules of the United States: 

TSUS item 	 Product description 

676.52(pt.) 	 Parts of automatic data- 
processing machines and 
units (subassemblies) 
thereof (other than parts 
incorporating a cathode-ray 
tube) 

687.70 	 Transistors 
687.72 	 Diodes and rectifiers 
687.74 	 Monolithic integrated circuits 
687.77 	 Other integrated circuits 
687.81 	 Other (crystal components) 
687.85 	 Parts of semiconductors 
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PUBLIC HEARING: A public bearing in connection with this investigation will 
be held in the Commission Hearing Room, 701 E Street, NW., Washington, D.C. 
20436, beginning at 10:00 a.m., on November 15, 1984, to be continued on 
November 16, 1984, if required. All persons shall have the right to appear by 
counsel or in person, to present information, and to be heard. Requests to 
appear at the public hearing should be filed with the Secretary, United States 
International Trade Commission, 701 E Street, NW., Washington, D.C. 20436, not 
later than noon, November 9, 1984. 

WRITTEN SUBMISSIONS: In lieu of or in addition to appearances at the public 
bearing, interested persons are invited to submit written statements 
concerning the investigation. Written statements should be received by the 
close of business on November 14, 1984. Commercial or financial information 
which a submitter desires the Commission to treat as confidential must be 
submitted on separate sheets of paper, each clearly marked "Confidential 
Business Information" at the top. All submissions requesting confidential 
treatment must conform with the requirements of section 201.6 of the 
Commission's Rules of Practice and Procedure (19 CFR 201.6). All written 
submissions, except for confidential business information, will be made 
available for inspection by interested persons. All submissions should be 
addressed to the Secretary, United States International Trade Commission, 701 
E Street NW., Washington, D.C. 20436. 

By order of the Commission. 

Kenneth R. Mason 
Secretary 

Issued: October 26, 1984 
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United States International Trade Commission 
Washington, D.C. 

(TA-131(b)-9) 

Probable Economic Effect of Providing Duty Free Treatment for 
U.S. Imports of Certain High Technology Products 

AGENCY: United States International Trade Commission 

ACTION: Redesignation of Commission investigation No. 332-199 to 
investigation No. TA-131(b)-9, with no change in the scope or time frame of 
the investigation. 

BACKGROUND: Upon enactment into law by the President of the Trade and Tariff 
Act of 1984, on October 30, 1984, the authority of the Commission to provide 
the advice requested by the U.S. Trade Representative, on October 19, 1984, 
concerning the probable economic effect of the elimination of U.S. duties on 
certain imports of high technology products, has been changed from that 
granted pursuant to section 332(g) of the Tariff Act of 1930 to section 131(b) 
of the Trade Act of 1974. Notice of the Commission's institution of 
investigation No. 332-199 and public hearing in connection therewith appeared 
in the Federal Register  on October 31, 1984 (49 F.R. 43811). 

EFFECTIVE DATE: October 30, 1984 

By order of the Commission. 

enneth en 	R. Mason 
Secretary 

Issued: October 31, 1984 



APPENDIX D 

Certain Official Communications Exchanged Prior to Passage of 
The Trade and Tariff Act of 1984 Provided to the U.S. 
International Trade Commission in the Post Hearing Brief 
of the Semiconductor Industry Association 
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LAW O FFI C ES 

VERNER, LIIPFERT, BERNHARD AND McPHERSn'; 
CHARTERED 

SUITE 1100 

1660 L STREET, N. w 

WASHINGTON, 0• C. 20036 

CABLE ADDRESS 

VER LIP 

(2 0 2) 452- 74 00 

November 23, 1984 

The Honorable Paula Stern 
Chairwomen 
U.S. International Trade Commission 
701 E Street, N.W. 
Washington, D.C. 20430 

Dear Dr. Stern: 

In the course of the November 15, 1984 public heating 
regarding the effects of duty free treatment for imports 	: 
certain high technology products, you requested further claFifi-
cation regarding 1) import penetration in the semiconductor . ..7- 
market; 2) ownership (i.e., whether U.S. or foreign) of the 13 
largest "merchant" semiconductor producers in the U.S.; and 3) 
determinants and significance of pricing in the semiconductor 
industry. 

On the first matter, the Semiconductor Industry Association 
(SIA) estimates that Japanese import penetration into the U.S. 
market was 10% in 1982, 13% in 1983 and an estimated 13% - 14% in 
1984. The share of U.S. producers in the Japanese market was 10% 
in 1982, 9% in 1983 and approximately 8% in 1984. These figures 
represent percentages of the total Japanese semiconductor market 
as opposed to the figures generated by the U.S.-Japan High 
Technology Working Group (cited in our testimony) which do not 
include some Japanese shipments. Nevertheless, both measures 
indicate a similar trend. 

As regards the ownership of the thirteen largest merchant 
semiconductor producers (listed in the attachment to this 
letter), I believe it was noted at the hearing that the shares of 
most of these firms are listed on various U.S. stock exchanges, 
and that the portion of each firm's stock that is held by 
American citizens is difficult to determine. However, the only 
two companies on the attached list which are specifically 
designated as subsidiaries of foreign firms by either Standard & 
Poor's Register or the SIA Yearbook are Fairchild Camera and 
Instruments Corp. (a subsidiary of the French firm, Schlumberget) 
and Signetics Corp. (a subsidiary of the Netherlands-based U.S. 
Philips Corp.). 



Dr. Stern 
November 23, 1984 
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You may also be interested to learn that Texas Instruments 
has completed the procedures for joining the SIA and a repre-
sentative from TI was elected to the SIA Board of Directors 
earlier this week. 

Finally, we would be pleased to arrange an opportunity for 
the USITC staff to meet with sales and purchasing officials in 
semiconductor and computer companies. As we discussed with your 
staff earlier this week, we are attempting to put together a 
meeting including Commission staff and industry executives for 
next week. 

As a further supplement to the above and to the information 
provided in the testimony presented on November 15th, I am 
enclosing with this letter additional materials. In particular 
you may wish to refer to copies of letters expressing the support 
of both members of Congress and industry associations for the 
elimination of duties on semiconductors and parts of computers. 

Should you require any further supporting information on any 
of the above points, please do not hesitate to contact me. 

Sincerely, 

12.*N:a.•ast 
R. Michael Gadbaw 
Counsel for the 
Semiconductor Industry Association 
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13 Largest U.S. Merchant Producers of Semiconductors 

Texas Instruments, Inc. 

Motorola Inc. 

Intel Corporation 

National Semiconductor Corp. 

Advanced Micro Devices Inc. 

Fairchild Camera and Instrument Corp. 

Signetics Corp. 

Mostek Corp. 

RCA Corp. 

Monolithic Memories Inc. 

Harris Semiconductor Sector 

General Instrument Corp. 

American Micro Systems Inc. (AMI) 

Note: Of the above firms, 12 are members of the Semiconductor 
Industry Association (SIA). Texas Instruments has recently 
joined the SIA and Fairchild, although not an Association member, 
is a participant in the World Semiconductor Trade Statistics 
(W.S.T.S.) program, which is administered by SIA. 

m1-7:5 
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OFFICE OF THE UNITED STATES 

TRADE REPRESENTATIVE 
E ■ tCuT ∎ vE OrrICE Or THE PrICSIDENI 

W•SNINGTOor 

osoe 

FOR IMMEDIATE RELEASE 
Tuesdai, November 15, 1983 

83/30 
Contact: David Demarest 

(395-4647) 
Barbara Bain.- 
(395-4647) 

BROCK ANNOUNCES U.S.-JAPAN APPROVAL OF MEASURES  
REGARDING SEMICONDUCTORS TRADE  

• 

U.S. Trade Representative Bill Brock today announced 

that the Governments of Japan and the United States have 

formally approved the recommendations of the U.S.-Japan 

Work Group on High Technology Industries regarding trade 

in. semiconductors. 

Ambassador Brock and Japanese Foreign Minister 

Shintaro Abe, in an exchange of letters on November 14, 

confirmed the endorsement by their respective governments 

of the recommendations, which include the mutual elimination 

of a 4.2 percent tariff (current tariff rate in both 

countries) on semiconductors. 

In his letter to Minister Abe, Ambassador Brock, the 

President's chief trade negotiator, said, •The recommendations 

provide a constructive framework in which to address the 

trade issues in semiconductors.' 

'But, he cautioned, full and effective implementation 

of the recommendations will require the renewed efforts of 

the semiconductor industries and governments of both countries. 
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major U.S. objective of these recommendations is 

to increase opportunities for U.S. semiconductor suppliers 

to participate in the Japanese market,' Ambassador Brock 

said. 'I believe these recommendations will facilitate 

achievement of that objective," he added. 

Ambassador Brock and Minister Abe, in an exchange of 

letters last February, endorsed the recommendations of the 

Work Group urging the two governments to work to ensure full 

and mutual access to trade and investment opportunities in 

high technology industries and toward reducing and eliminating 

impediments and distortions that exist in high technology 

trade. 

The latest set of recommendations focuses on•trade in 

semiconductors and launches the long-term work program 

of the U.S.-Japan Work Group on High Technology Industries 

to address trade issues in high technology on a sector-by-

sector basis. 

The Work Group was established in April 1982, and 

is chaired jointly for the United States by the U.S. Trade 

Representative's Office and the Department of Commerce and 

for Japan by the Ministry of International Trade and 

Industry. 

# i # 

Attachments 
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THE UNITED STATES TRADE REPRESENTATIVE 
WASHINGTON 

20506 

November 11, 1983 

His Excellency Shintaro Abe 
Foreign Minister 
Ministry of Foreign Affairs 
2-1, Kasumigaseki 
1-Chome, Chiyoda-Ku 
Tokyo 100, JAPAN 

Dear Minister Abe: 

I was pleased to receive your letter of November 11 informing me 
that the Government of Japan has endorsed the Recommendations on 
Semiconductors submitted by the U.S.-Japan Work Group on High 
Technology Industries, and that the Japanese Government intends 
to respect and implement these Recommendations. 

It is my pleasure to inform you, on behalf of the United States 
Government, that the United States Government has also endorsed 
the Recommendations on Semiconductors submitted by the U.S.-Japan 
Work Group on High Technology Industries, and intends to respect 
and implement these Recommendations. 

I am encouraged that the Work Group, through its extensive studies 
and discussions, has been able to develop these Recommendations. 
As you know, one of the United States objectives in these Recommen-
dations is to increase opportunities for United States semiconductor 
suppliers to participate in the Japanese market. It is our belief 
that these Recommendations will facilitate achievement of that 
objective. 

It is our understanding that endorsement by either of our govern-
ments is of a unilateral nature and that nothing in this letter 
or these Recommendations is intended to constitute a legally 
binding obligation. 

The Recommendations provide a constructive framework in which to 
address the trade issues in semiconductors. Successful resolution 
of these issues requires the full and effective implementation of 
the Recommendations. The United States is now committed to devote 
the greater effort needed to achieve full and effective implemen-
tation of the Recommendations. 

Very truly yours, 

•

4.(e%1 

WES:mad 
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RECOMMENDATIONS OF THE U.S.-JAPAN WORX GROUP 
ON HIGH TECHNOLOGY INDUSTRIES 

SEMICONDUCTORS 

PREAMBLE  

The U.S.-Japan Work Group on High Technology Industries has 
discussed the current status and the future prospects of development 
of the semiconductor industries in both countries and believes that: 

- it is essential for the health of the world semiconductor 
market that free and open markets exist in both countries. 

- it is important that both governments, without having 
resort to restrictive measures, maintain and facilitate 
mutually beneficial trade, investment and technology 
transfer between the two countries in the semiconductor 
sector. 

In view of this, the U.S.-Japan Work Group on High Technology 
Industries makes the following recommendations to the appropriate 

. authorities and semiconductor industries of both countries. 

TRADE 

(Tariff) 

1. Both governments should take steps towards the mutual 
elimination of their tariff on semiconductors. 

Note: The tariff elimination will naturally be realized 
after necessary internal procedures are completed in 
both countries. 

(Data Collection) 

2. The joint semiconductor data collection effort initiated 
in July this year should be continued with good faith in 
order to prevent unnecessary misunderstandings caused by 
the lack of statistics that tends to take place in high 
technology areas where the product life cycle is short; 
and to promote mutual access to each other's market 
supported by a better appreciation of the market trend. 
The joint data collection should be operated in a flexible 
manner, as has been discussed, responding to the progress 
in technology. 

(Promotion of Trade) 

3. Both governments and semiconductor.industries of both 
countries should take the following actions with the 
expectation that the trade between the United States and 
Japan would expand under the free trade principle. 
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(1) For the purpose of increasing U.S. participation 
in the Japanese market, the Government of Japan 

_should encourage Japanese semiconductor users to 
;enlarge opportunities for U.S.-based suppliers so 
that long-term relationships could evolve with 
:Japanese companies. 

(2) The novernment of Japan should take care to apply 
the Comarehensive Economic measures, announced on 
October 21, 1983, to the promotion of imports of 
semiconductors produced by U.S. based manufacturers 
as well. 

(3) The V.S. Government should encourage the U.S. 
semiconductor industry to: (a) strengthen its sales 
and marketing efforts, (b) hold sales promotion 
seminars and exhibitions, (c) increase its under-
standing of the Japanese market by opening an office 
in Japan, and (d) consider utilizing the applicable 
provisions of the U.C. Export Trading Company Act 
where appropriate. 

Both governments should extend their good offices 
to such endeavors by providing information and other 
appropriate assistance, as necessary. 

• 

(4) The U.S. Government should continue to enforce its 
laws which assure competitive and nondiscriminatory 
opportunities in the U.S. market for Japan-based 
semiconductor firms. 

(5) Both governments should reaffirm the importance of 
the role of governments in the semiconductor market 
in vigorously safeguarding the rules of the market-
place and preventinc anti-competitive or predatory 
practices. 

(6) Both governments should encourage their semiconductor 
producers to make active use of NTT's system for 
testing and certification of conformance with its 
reliability guidelines. In support of this objective, 
the Government of Japan should encourage NTT to hold 
meetings in Japan and the U.S. to explain the certi-
fication process. 

II. =VESTMENT 

(Removal of barriers to investment) 

1. Recongnizing the importance of the free flow of investment 
where hindrances or inhibiting factors for investment 
flow exist, both governments should make best efforts to 
mitigate or remove them. 
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2. Each government should encourage the inward flow of 
investment by the semiconductor industry of the other 
country. 

(Investment promotion measures for foreign 
capitalized domestic companies) 

3. Both governments should facilitate participation of 
foreign capitalized domestic companies in regional 
investment promotion schemes such as Technopolis 
Development Scheme of the Government of Japan, with a 
view to encouraging investment by foreian capitalized 
domestic companies. Both governments should continue 
to take measures such as provisions of information for 
this purpose. 

III. TECHNOLOGY 

(promotion of technology exchange) 
• 
1. Both governments should encourage mutually beneficial 

exchanges of technology on a commercial basis. 

2. The Reliability Center for Electronic Components of 
Japan and an appropriate organization in the United 
States such as the Semiconductor Industry Association's 
Committee on Quality should be encouraged to proceed 
with information exchange and other cooperative under-
takings in order to promote technical exchange in the 
fields of semiconductor reliability and testing methods. 

3. Both aovernments should recognize that some form of 
protection to semiconductor producers for their 
intellectual property is desirable to provide the 
necessary incentives for them to develop new semicon-
ductor products. And both governments should take 
their own appropriate steps to discourage the unfair 
copying of semiconductor products and the manufacturing 
and distribution of the unfairly copied semiconductor 
products. 

4. Each government should strive to provide inventors with 
sufficient patent protection taking note of the different 
situation in examination procedure between the two 
countries. 

Both governments should further strengthen the cooperative 
relationship between their patent agencies and strive to 
minimize the time required for the processing of patent 
applications. 
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IV. OTHER 

access to trade associations) 

1. Both •overnments should encourage that all firms in the 
semiconductor industry (whether such firms are directly 
or indirectly owned or controlled by nationals or firms 
of any country) have equal access to relevant trade 
associations. 

(Implementation) 

2. The relevant authorities and semiconductor industries of 
both countries should begin implementation of these 
recommendations by November 1983. 

(Miscellaneous) 

3. Both governments should consider, as appropriate, issues 
relating to semiconductor trade, investment and technology 
in the semiconductor sector in the U.S.-Japan Work Group 
on Nigh Technology Industries. The Work Group should 
review implementation of the measures described above and 
their effects at , least twice a year, with the first review 
to occur during the first quarter of 1984. 

4. These recommendations are submitted in accordance with the 
terms of reference of the U.S.-Japan Work Group on High 
Technology Industries and are subject to the terms of its 
Recommendations of February 1983. 
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Congregss of the Initeb ibtatecs 
lipougt of Iltprtfinttatibtsi 
Seassbington, ;D.C. 20515 

September 14, 1984 

The Honorable Robert Dole 
Chairman, Committee on Finance 
United States Senate 
219 Dirksen Senate Office Building 
Washington, DC 20510 

Dear Mr. Chairman: 

The Senate will soon take up legislation, sponsored by your 
Committee, which contains a provision of special importance 
to the California delegation and to the high technology indust-
ries of America.  

Section 308 of H.R. 3398, the miscellaneous tariffs bill pend-
ing on the Senate calendar, authorizes the President to reduce 
U.S. duties on semiconductors and parts of computers in return 
for mutual and reciprocal concessions from foreign countries. 
The authority granted in this provision is urgently needed to 
implement an agreement already concluded between the United 
States and Japan calling for the two countries to eliminate 
their duties on semiconductors, a critical step toward further 
opening the Japanese market to U.S. high technology sales. 

As the Senate moves to take up H.R. 3398, we ask that you 
keep in mind our interest in Section 308. If there is any move 
to delete or amend portions of this omnibus trade measure, we 
strongly urge that this noncontroversial section be retained 
in the final bill approved by the Senate. 

Thank you for your kind consideration of our position on this 
section of the bill. 

Sincerely, 

a ,44..f. -I. I1,7•=44,,.  
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Congresio of the SAO filata 
*out of atpreigtntatibtfi 
SEasbingt on, s.C. 20515 

The Honorable Dan Rostenkowski 
Chairman, Committee on Ways and Means 
House of Representatives 
1102 Longworth House Office Building 
Washington, DC 20515 

Dear Mr. Chairman: 

As you go to Conference with the Senate on H.R. 3398, the 
miscellaneous tariffs bill, we want to alert you to a provision 
in the Senate-passed bill which is of special importance to 
the California delegation and to the high technology industries 
of America. 

Section 308 of H.R. 3398 authorizes the President to reduce 
U.S. duties on semiconductors and parts of computers in return 
for mutual and reciprocal concessions from foreign countries. 
The authority granted in this provision is urgently needed to 
implement an agreement already concluded between the United 
States and Japan calling for the two countries to eliminate 
their duties on semiconductors, a critical step toward further 
opening the Japanese market to U.S. high technology sales. 

As the Conference Committee works on H.R. 3398, we ask that 
you keep in mind our interest in Section 308. If there is 
any move to delete or amend portions of this omnibus trade measure, 
we strongly urge that this noncontroversial section be retained 
in the final bill approved by the Conference Committee. 

Thank you for your kind consideration of our position on this 
section of the bill. 

Sincerely, 
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United (States senate 
amminuoserftwet 

WAsi4INGTOIN. D.C. 20510 

March 16, 1984 

Dear Colleague: 

On March 2 the Senate began consideration of H.R.3398, a bill 
that includes miscellaneous tariff and customs provisions, along 
with the so-called "Reciprocity Trade Bill." Known as the "Inter-
national Trade and Investment Act," Title III of H.R. 3398 is 
designed to increase American exports and export-related jobs 
through stronger enforcement and expansion of domestic and in-
ternational rules dealing with foreign unfair trade practices. 

Formerly numbered S.144, Title III of H.R.3398 is identical 
to legislation reported unanimously by the Senate Finance Committee 
on three occasions in 1983 and twice passed by the full Senate. As 
principal authors of key provisions contained in Title III, we urge 
you to join us to ensure swift r4sage when it returns to the Senate 
floor in the near future. Giveu widespread support for this impor-
tant trade measure in its current form, we would strongly urge you 
to oppose any protectionist amendments or any amendments that would 
damage or weaken key components rf the bill. 

Specifically, the International Trade and Investment Act 
provides for: 

o An annual report to Congress of major foreign barriers 
and distortions to U.S. exports of products (including 
agricultural commodities), services and investment, in-
cluding estimates of their impact on the U.S. economy 
and efforts to achieve their elimination. 

o Foreign barriers not removed through negotiation or en-
forcement of the GATT (General Agreement on Tariffs and 
Trade) could be offset by the United States through with-
drawal of prior U.S., concessions, imposition of duties 
and other restrictions available under present law as 
clarified by this legislation. 

o Other U.S. retaliatory options not currently available 
to the President could be taken in the form of legisla-
tion enjoying accelerated consideration by the Congress. 

o Unfair trade practi:es for which relief is available 
under U.S. law would be broadened to cover performance 
-requirements and other harriers to investment, as well 
as commercial counterfeiting and similar violations of 
intellectual property rights. 
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inallv the lc islation provides for major ne otiations 
to achieve internationa agreements teat encourage air  
and open trade in services, investment flows and'hith  
technology. The high technology provision also contains  
semiconductor tariff-cutting authority to provide for  
reciprocal duty reductions in ongoing negotiations with , 

Japan and other countries. 

In its current form, the International Trade and Investment Act 
has gained the strong bipartisan support of 44 members of the Senate. 
The legislation is also supported by the Administration and by all 
major business and agriculture organizations in the United States. 

Given the importance of exports to the American economy, we 
are sure that you would agree that opening markets to competition 
from U.S. exports is of the utmost urgency. The $100 billion trade 
deficit that looms before us for 1984 makes the timely passage of 
this legislation all the more necessary. We urge your support for 
swift passage of Title 111 of H.R. 3398 in its current form. 

If you have any questions or would like ful.:Ier information, 
please contact Susan Schwab (4-6154) or Jim Could (4-5922). 

Sincerely, 

Enclosures: S.144 Senate Supporters and Cosponsors 
S.]44 Endorsements 
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•.1 I..an ion s. • mi.% • for firr•Isvosys‘. FS WS 

Washington. D.C. 20230 

February 29, 1984 

Honorable John C. Danforth 
United States Senate 
Washington, D.C. 20510 

Dear Jack, 

I understand that the Senate will soon consider 	of. 	Miscellaneous . .  
RT--3398-: -Panr-Writine-to-urgi--yolizz"s" upporti-loi=plissage:-.of-:tlie 

bill and to underscore the importance of two sections wlie.h.wduld.allow the 
United States to eliminate barriers to overseas opportunities for American 
business and to expand its semiconductor market in Japan. 

Title III of the raj, the International Trade and Investment Act, provides the 
••Administration with important tools to pursue greater opportunities for U.S. 
exporters. It would be an important addition in our strategy to eliminate 
foreign barriers, including trade related investment restrictions, which hurt the 
competitive position of our industries. 

'U.S. investment is an important factor in stimulating demand for U.S. products 
overseas. Based on our most recent analysis, over 30 percent of U.S. 
'merchandise exports involved sales to foreign affiliates of U.S. firms. 

Title III correctly emphasizes the need to reduce foreign barriers rather than 
raise our own. Our efforts in the services and investment areas have been 
hampered by the lack of effective international disciplines to invoke when 
dealing with other countries. The negotiating mandates in both of these areas 
contained in Title III will provide important support to our efforts bilaterally as 
well as in the GATT and the OECD. 

At the same time, Title III provides an important new domestic statutory tool 
for the President to protect our interests against unfair foreign investment 
practices. For the first time certain foreign trade related investment practices 
would be clearly identified as unfair under Section 301 of the Trade Act of 
1974. Through this amendment the President would be in a position to respond 
effectively to these and other practices which impede the performance of our 
firms internationally. 

orit to ne otiate riff sus • ensions for 

Senate Finance Committee. The measure has the clear support of the U.S.  
industry as well as the AcIrninistrpjion.  
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increase U.S.- access to the Japanese market. A set of recommendations 
covering semiconductors was acreed-WWvember 1983. These recom  
penda tion s establish conditions under which the U.S. semiconductor industry  
can com • ete effective] in the Ja • anese market. Full im •I 

One of the ke recommendations endorsed b both •vernments was the mutual 
suspension o semiconductor to s. 	• e s  aaese overnment has alread 

erasteli.s...to.iimplement=such-'41:-duty—suspention=When.41ledi nStateaUin e=dt:ce=" 
Passage of Section 308(b) will allow the United States to meet its commitment in  
the process. 
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economy. Overtlie past decade  employment in this sector has more than  
doubled and is ex • ected to grow at a Taster rate t runbe economy as a whole  

t deca• 	u • •ort or this • rovision 
continued economic vitality of the industry.  • 

Sincerely, 

1-141-64-**7- 

Secretary of Commerce 
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THE UNITED STATES TRADE REPRESENTATIVE 
wAS.-tiNGION 

20506 

February 22, 1984 

The Honorable Howard H. Baker, Jr. 
United States Senate 
Washington, D.C. 20510 

Dear Howard: 

I am writing to urge your full support for H.R. 3398, a 
legislative package of important trade measures. In 
particular, this bill contains the original S. 144, the 
Danforth-Bentsen International Trade and Investment Act, 
which has passed the full Senate on two previous occasions. 
There is strong bipartisan support for S. 144 as shown by 
the 43 cosponsors on both sides of the aisle. 

S. 144, as included in the larger trade package, is a 
critical piece of trade legislation. This measure will 
require the Administration to seek "reciprocal" or sub-
stantially equivalent commercial opportunities in foreign 
markets, to take action to enforce U.S. trading rights, 
and to eliminate foreign unfair trading practices. • 

Further, this legislation would encourage growth of U.S. 
services trade through the negotiation of international 
agreements designed to protect and help promote U.S. 
service exporters. Currently, there are no international 
rules governing trade in services, and the United States, 
with its favorable balance of trade in this area, is 
especially vulnerable to foreign barriers. 

Also, the bill would promote greater free flow of direct 
investment through internationally negotiated agreements. 
This is important to the United States for two reasons: 
such agreements will encourage more foreign investment and 
job creation in the United States and will enhance U.S. 
investment in foreign nations in such sectors as banking, 
insurance, and transportation. In turn, these investments 
can provide new bases for United States exporters in selling 
their goods and services abroad. 

Another important aspect of this legislation is the allthPritY:. 
to negotiate tariff reductions on certain specified semi-. 
conductor products. These reductions have been sought by the 
U.S. semi-conductor industr in exchan•e for simila 	educt*o 
on the same products by the Government of Japan. This mutual  
zeductiorlofctiesonhightectolorodtileat 
assist our telecommunications and computer companies to be  
more productive and competitive. 
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Also included in H.R. 3398 is legislation that would require 
the United States to "mirror image" the discriminatory 
Canadian practice of denying tax deductions to U.S. 
advertisers. This legislation was proposed by the 
President in response to a complaint under Section 301 of 
the Trade Act of 1974. This so-called 'border broadcasting" 
issue has been a long-standing problem for the United States. 
This legislation would demonstrate to the Canadian government 
that the United States intends to take strong action against 
unfair trade practices and to seek reciprocal treatment. 

B.A. 3398 contains provisions which will provide the 
necessary tools for the Administration to take action 
against foreign unfair trade practices, in any area or 
sector (including services and investment), and in what-
ever form they take. These are new, tougher tools, and 
there is a need for the U.S. government to use them. 

Your vote on H.R. 3398 will be a vote on whether the United 
States intends to enforce its trade rights, and on whether 
the United States intends to create more jobs, not lose jobs 
to unfair foreign competition. In my view, enactment of 
these measures will help us immeasurably in dealing with our 
trading partners in negotiating trade concessions. This is 
the single most important piece of trade legislation that 
Congress will consider in 1984. 

There are several provisions included in H.R. 3398 which the 
Administration cannot support. However, on balance the 
positive provisions far outweigh the few minor negatives. 
For this reason, the Administration urges passage of this 
package of important legislation without amendments that 
change the substance of the bill, while reserving the right 
to suggest alterations in some of the tariff proposals. 

I urge your support for H.R. 3398, and for the principles of 
fair trade which this bill mandates. 

Very truly yours, 

WILLIAM E. BROCK 

WEB:wsb 




